ZI NE OF THE I N S TI TU TE

OF M A N A O E M E

i

ww w. iman et .o rg

AC

0 0 0
AS.

lo

reU

1 F
man

co

'

v

SS

of

1'

F

_

�

P

J-

ome of the country's leading businesses have discovered the
fastest way to pass information from one source to another.
Now their advantage can be yours:
Electronic Timesheet from Deltek Systems.
ET cuts the time spent collecting and approving paper
timesheets, reduces administrative handling and delivers
information quickly and automatically The system is
user - friendly, can be used stand- alone, or easily interfaced
with accounting and project management systems.
Best of all, it gives you a current picture of how time is
being spent. In today's high -speed
marketplace, that makes a
world of difference,

IEK
I -, s , t M.t

Electronic Timesheet

Visit our website for a demo at www.deltek.com /et9.htm or cd
East Coast 800 -456 -2009 West Coast 800 - 868 -2444 UK 44- 7000- DELTEK
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with consistently accurate, in -depth
analysis of the law. You also can
get prestigious Warren, Gorham &
Lamont tax treatises from some of
the country's most respected
authors on tax related issues.
if you want complete confidence
Public Domain Materials — the

that your advice is

most complete, up-to -date collection

built on up- to-date,

of primary source materials including

top -quality research.

American Federal Tax Reports, Tax

put the winner to

Court Reported and Memorandum

work for you —

Decisions, Board of Tax Appeals

RIA's OnPoini System. Available in

content, R1A's OnPoint System is

Reported and Memorandum

print, DOS, Windows and on the

the clear -cut winner. It covers more

Decisions, and IRS Letter Rulings.

World Wide Web.

areas of the law and in greater

-RIA Citator — the only service

RIA Group is the exclusive

depth than any other electronic

that evaluates cases by issue and

affinity partner of AICPA and

research tool. And you can cus-

includes the complete judicial his-

Tax Executives Institute and the

tomize OnPoint System by selecting

tory of all tax cases, rulings and

the options you want:

Treasury decisions since 1954.

In order to give the
best advice, you need
the best research tool.
'
RINs OnPoint System'
When it comes to editorial

O

primary corporate sponsor for
the ABA Section of Taxation.

Federal Tax Coordinator — get

You can expand your research

in -depth analysis of the law and

by adding a variety of specialty

complete coverage of all tax issues.

components including

-United States Tax Reporter —

Local, International and
Our in -house staff —

a comprehensive, up -to -date
source of law, regulations, cases,

experienced CPAs and

rulings and explanations with the

tax attorneys — and

most annotations, full -text reprints,

renowned outside

and case headnotes,

editors provide you

Research
Institute of
America

IT

GR O UP

Windows is a registered trademark of Microsoft Corporation,
OnPoint System is a trademark used herein under license by RIA Group.
D9711 MGAPS
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For more information, call
1- 800-431 -9025 ext. 3, or visit
www.riatax.com
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28EMPLOYEELEASING'SLEGALSNARES

Ig ANDPAUL
LARRY DIMATTEO
BY

MUNTER, CPA, RENE SACASAS;

Outsourcing its staffing needs can help a company fulfill its operational needs without the
burden of full -time employees. Beware, however,
there are legal snares that financial managers
should be aware of before signing a contract
with an employee leasing company.
Certijiwate of dent

Outsourcingemployeesgivescompaniesastrategicadvantage.

22

8HARNESSINGTHEPOWEROFCHANGE
ITIAAnnual Report summary year -ended
June 30, 1997.

22TRENDSINHUMANRESOURCES
0 OUTSOURCING

(over:Sound financialmanagement is thenameofthe
gameintoday's competitive
marketplace.Seep. 22.
(overbyBob Grant,NV(.

BY JIM SWITSER
Companies no longer use outsourcing primarily as a way to cut costs but as a strategic tool
for achieving competitive advantage, according
to a KPMG survey But pitfalls to this strategy
include timeliness, cost, and lack of responsiveness and expertise.

38ELECTRONICCOMMERCETODAY;
FINANCIALEDISOLUTIONS
FORTOMORROW
BY PHILIP P. GRANNAN
From computerized networks to the Internet,
electronic commerce is revolutionizing the way
companies conduct their businesses. This expert
in payment technology describes how the different systems work and how your company can
determine which one is the best for it.

42 UNDERSTANDINGFINANCIALEDI
B. PUSHKIN, CPA,AND
Ig BYANN
BONNIE W. MORRIS, CPA
Financial electronic data interchange TEDI) is
moving corporate electronic transactions to a
higher level. The new system allows the transmission of not only electronic procurement
applications but also the electronic payment of
vendor invoices, thus eliminating accounting
paperwork and reducing handling costs.

Authorization to photocopy items for internal or personal use, or the internal or personal use of specific clients, is granted by the
IMAto libraries and other users registered with the Copyright Clearance Center (CCC) Transactional Reporting Service, provided that the base tee of $3.00 per copy. plus 30e per page, is paid directly to CCC, 222 Rosewood Drive, Danvers, MA 01923.
ISSN 0025 - 1690. $3.00 + 30e.
2
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IN THIS BUSINESS,
FORESIGHT IS CRITICAL.

/

To whom are you going to
entrust your business? A software

.

company that forces you down a wellworn technological path with no clear

YOUR GUIDE TO
CHOOSING A
SOFTWARE COMPANY

idea of the challenges ahead? Or Lawson
Software, a company that has smoothly
migrated its way through every technological upheaval of the last twenty years, leading

I

*VERSATILE
Products are built
from the ground up to
handle change,

the way from mainframe to client/serve,.
to the web? The difference is, our business

•VISIONARY

management systems were built to survive

At the forefront of
technology,delivering
solutions others can

this rapidly changing environment.
The unique architecture of our products

only promise.

allows us to deliver advancements like

*TRUSTWORTHY

Ado

Self - Evident Applications;' the next
generation of client /server, long before

Customers speak
highly of them.

*ALERT
On the lookoutfor signs
of change, protecting
your investment.

other software companies realize they're
on the wrong path. To learn more about
Lawson Software, the Web Enterprise
Company,T" Visit www.lawson.com /guide
or call us at 1 -500- 477 -1357.

C1997 Lj—.n 'W t,.—
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E -mail: Editorial, ma @imanet.org; Advertising, ipceima @class.org.
47USINGSHAREHOLDERVALUE
0 TOEVALUATESTRATEGICCHOICES

BY NICK FERA
It's not enough to just calculate shareholder
value analysis —the methodology must be
implemented at all levels including the shop
floor because managers and shareholders have
the same economic interests. Thanks to new
technologies, financial data can be gathered
quickly, allowing the planning process to be
changed from an annual event to a regular
strategic exercise.

Columns

52WHATISEVA,ANDHOWCAN
ITHELPYOURCOMPANY?

IN BY PAULA. DIERKS, CPA, AND MAY PATEL
Economic value added or EVA has been used to
rank companies, but this measure and MVA
(market value added) also can be used in managing a company's operations, in guiding its
strategy, and in providing incentives to its
employees —as illustrated here.

60CASESTUDY
PERSONALANALYSTT" " SOFTWAREDATATHATTRANSCENDTHEWHAT
ANDGIVEYOUTHEWHY

Departments
18 NEWS

6 PERSPECTIVES
International accounting standards: why
should you care?

12GOVERNMENT
Pressure mounts on FASB.

14 CAREERS
How to work with a difficult boss.

62 TECHFORUM
65 TRENDSINFINANCIALMANAGEMENT
70 CLASSIFIED
71 ADVERTISERS'INDEX

16 TAXES
The Roth IRA —part 2.

72 CONTINUINGEDUCATION

Ig Article meets NASBA

&

The Center for Creative Leadership.

IMA /CMA /CFM CPE requirements.

Article meets IMA /CMA/CFM CPE requirements.

These articles will be included in IMA's quarterly self study quiz, which you can order bycalling 1.800. 638.4427, ext. 278.
MANAGEMENT ACCOUNTING® Is Indexed in the Accountants'Index and also In the online database of the same name. This publication is available in other forms of media
through Information Access Company and through University Microlilms, Inc., and
ABI /INFORM (313) 761.4700. For more information call (800) 227.8431. The full text
Of MANAGEMENT ACCOUNTINGM is also available in the electronic versions of the
BusinessPeriodicals Index.
Permission is granted to reproduce any of the contents of this issue for use in courses of instruction, so long as the source and Institute of Management Accountants'
copyright are Indicated In any such reproductions. Written application must be made
to the Editor for permission to reproduce any of the contents of this issue for use in other than courses of instruction —e.g., textbooks and books of readings or cases. Except
as otherwise noted, the copyright has been transferred to the Institute of Management
Accountants for all items appearing in this magazine. For those items for which the
copyright has not been transferred, permission to reproduce must be obtained directly from the author or from the person or organization given at the end of the article.
Quantity reprints of any article in MANAGEMENT ACCOUNTING@ or back issues (subject
to availability) may be obtained from Circulation Department, IMA, 10 Paragon Drive.
Montvale, NJ D7645.1760.
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Views expressed herein are authors' and do not represent Institute policy unless
so stated. Publication of paid advertising and new product and service information
does not constitute an endorsement by the Institute of the advertiser or the product or service.
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Registered with the National Association of State
Boards of Accountancy as a sponsor of continuIng professional education on the National Registry of CPE Sponsors. State boards of accountancy have final authority on the acceptance of
individual courses. Complaints regarding regis.
tered sponsors may be addressed to NASBA,
150 Fourth Avenue North, Suite 700, Nashville,
TN 37219.2417, 615 - 880.4200. IMA is registered with the North Carolina State Board of CPA Examiners as a sponsor of continuing professional education. Complaints or comments regarding registered sponsors may be addressed to the North Carolina State Board of CPA
Examiners, P.O. Box 12827, Raleigh, INC 27605 -2827. The North Carolina State Board of CPA Examiners does not accept CPE Credit for
reading MANAGEMENT ACCOUNTING and taking a sell study quiz. IMA
Sponsor Numbers: Arizona 275; Delaware C893: Florida 1 -229; Illinois
158. 000574; Indiana CE92000121: Maryland 265; New Jersey 313;
New York 896.23; North Carolina 82.0158; Pennsylvania PX-437 -L;
Texas 28; Washington 00319; West Virginia 93 -090 and NASBA 9000005-98. Qualified sponsor of CPE for individuals enrolled to practice
before the IRS (enrolled agents).
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Comshare's Hyperion's
BudgetPLUS Pillar

Compare all of the capabilities, then decide:
Packaged budgeting solution
Microsoft Excel interface for intuitive end user data entry
Guided Analysis for management budget review

Support for the European Monetary Unit (EMU)
True multi -user, client/server technology with integrated Web access
Central database for seamless integration of actuals
for budget and forecast comparisons
Look beneath the surface and see the difference

C.omshare, a market leader in analytical applications, has built

More and more companies are realizing they can score big

enterprise -wide budgeting applications for thousands of companies.

savings by improving their budget process.If you're one of

We've poured that expertise into a proven, fast -to -action

them, don't settle for a rigid, maintenance - intensive solution.

application, and we call it BudgetPLUS. Call today to see what

Check out Comshare's BudgetPLUS`, the client /server

the next generationofbudgeting can do for you.

budgeting solution with Web access that can give you the
Flexibility and control to cut your budgeting time and effort

Comshare BudgetPLUS'"

by 50%, while it helps you create a better plan.

The flexibility of a spreadsheet.
The control of a general ledger.
HOWto
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INTERNATIONAL ACCOUNTING STANDARDS:
WHYSHOULDYOUCARE?
Arguably, the most profound change in accounting in more than a
quarter century is happening right before our eyes. Yet, when I
meet with business people around the country I am surprised at
how little interest there is in the International Accounting Standards Committee (IASC) and the potential impact it may have on
their business. This seeming indifference reminds me of a story I
often tell about our youngest daughter's first exposure to accounting. One evening, she asked her mother to help her work through
one of the more challenging problems. When my wife suggested
that I might be in a far better position to help her, she replied
"Mom, I thought about asking him —but I really don't care to know
that much about itl"
Since early 1992, the IASC has been pursuing an ambitious program to develop a core set of accounting standards that would provide the basis for companies to raise capital in foreign markets. This program resulted from
an agreement they reached with the International Organization of Securities Commissions
( IOSCO), the U.S. Securities & Exchange Commission being a prominent member. In 1996,
the IASC and IOSCO agreed to accelerate the target completion date of the program to March
1998 —one year earlier than the original plan.
If the IASC is successful in developing a high - quality set of core standards and IOSCO
agrees that they are acceptable for use in cross - border filings, we can expect to see many more
foreign companies raising capital in the United States. Yet the accounting and disclosure requirements that these foreign registrants would be permitted to follow will differ to some degree from those required of their U.S. competitors. These differences can be substantial in
some cases: for example, a permitted acc ounting alternative under LAS standards on fixed assets allows the carrying amount of fixed assets to be "written up" to reflect increases in fair
value. In addition, disclosures re quired under U.S. GAAP are much more extens ive than
under IASC standards. The sum total of these differences is likely to raise questions regarding comparability and c oncerns by U.S. corporations a bout be ing held to a higher standard.
A more subtle aspect of the IASC core standards project is the influence it has had on U.S.
standard setting. To illus trate, the FASB's recently comple ted project on ea rnings per share
was added to the Boa rd's agenda with the sole objective of harmonizing with a draft IASC
standard tha t was a lrea dy in proce ss. During the deliberations leading to the fina l standa rd,
the FASB had tentatively decided not to require presentation of both basic and diluted EPS
on the face of the earnings statement —a result that U.S. constituents s trongly supported.

Ultimately, the FASB reversed itself and, in a compromise with the IASC, agreed to require
both measures to be presented. More recently, the FASB added a project to revisit the accounting for business combinations, and a major factor contributing to that decision was the
opportunity to harmonize with proposed new rules under consideration by the IASC and by
other national standards setters —rules that may differ significantly from current U.S.
standards.
In today's streamlined organizations where there is no shortage of things to do, it's entirely
understandable that people may look at IASC standards and think, "I really don't need to
know that much about them," However, since FASB standards apply to all companies that
issue audited financial statements, ranging from the largest international companies to the
smaller domestic companies, and because accounting standards can be thought of as the language of business, it is more important than ever to keep a watchful eye on both the FASB
and IA5C. If you have suggestions about any of their proposals, let them know.
As we look at the longer term, the absence of meaningful comment could result in "harmonized" U.S. standards that could be difficult to live with,
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The Hunter Group Can

Q u i c k

ly

Overcome Business Systems P r o b l e m s
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e Th a t

Initiating a business systems project

S e e m

Insurmount a b l e

With over 15 years experience and

need not be an uphill struggle. Not when
you work with us.

engagements, we've earned a reputation

The Hunter Group offers
information
management consulting
services that

within budget.

sup ort enterprise - widesolutions from

leading business software providers.
Our Concept -to- Completion'"

more than 1,000 successful
for delivering results on time and

Our strategic partnerships with
industry leaders such as PeopleSo{t,
Lawson Software, Geac SmartStream,
Restrae, Resumix, Edify, Talisman

services provide organizations with
advice and assistance in visioning and
strategy development, needs assessment,
business process (re)engineering, wort"

Technologies and others, keep us on
the leading edge of innovative
business solutions.

design, systems implementationandend -

When you need assistance with
strategic planning, business process

user training.
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E -mail:

info@hunter- group.com
Or write to us at the address below.

looEast PhttStreet • Suite 16W• Baltimore, MD 21202 USA

Ba ji-

or e • Bo s t o n 0 C j .

U • l l _II __

Denver • London

Lis Angeles • Melbourne • New York . San Francisco • Singapore • Sydney e Tormito
Circle No. 2

IMA Annual Report Summary Year -Ended June 30, 1997

Harnessing the
Power of Change

■ The Board of Directors approved significant
changes in IMA governance structure. These
changes will eliminate redundant functions,
reduce the size of the Board, and enable the
organization to respond more quickly and
more efficiently to the changing needs of our
members, our profession, and the IMA itself.
■ The Institute of Certified Management
Accountants (ICMA) successfully launched a
new certification: the Certified in Financial
Management (CFM) Program. The CFM
Program, designed in a computer- based, ondemand testing format, was created to recognize the changing roles and unique qualifications of those professionals involved in
financial management.
■ IMA signed an historic alliance with the
Financial Management Association International (FMA) in which IMA and FMA will
work together to support the CFM Program
through their national memberships, international affiliates, programs, and publications.
■ We celebrated the 25th Anniversary of the
Certified Management Accountant Program,
which is at record levels of participation.
8
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Beginning in December 1997, the CMA
exam also will be administered in a computer- based, on- demand format.
■ To meet the growing technological needs of
IMA members, an Information Technology
Committee was formed. The first result has
been a significant enhancement of the IMA's
be ongoing.
Web site —a process that
The site (www,imanet.org) includes all of IMA's
services, products, and benefits as well as a
dedicated student site (www.imastudents.org).
Over the next few months, the site will
become fully interactive with the ability to
enroll new members and enable professional
education and annual conference registration online.
will

year ago, the 1996 -97 class of IMA vice
presidents and I selected our annual
theme, "Harnessing the Power of Change."
When we selected that theme, I don't
believe any of us realized how great and how
powerful these changes would be.
The IMA Board of Directors adopted the following Vision Statement for the Institute:
"Global leadership in education, certification
and practice of management accounting and
financial management."
IMA's leadership, operating committees, and
staff have been developing and implementing
the strategic action steps that will enable us to
fully realize that vision and reach the goals
established in the Long -Range Strategic Plan
approved last year.
IMA has made great progress toward reaching those goals over the past year:

B U D G E T C O N S O L I D A 11I O N
C AU S I N G Y O U H - M - ACHES?.
PLANETCORPORATION'S BUSINESS MAESTRO r" WILL ENHANCE YOUR BUDGETPROCESS AND MORE! OR YOUR MONEY BACK.

eadaches. Isn't that what happens when you try to
prepare and consolidate your budgets? Are you tired
of wrestling with spreadsheets, formulas, macros, and
pivot tables? Then today is the day you want to take the
cure — Planet Corporation's Business Maestro.

AllTHETOOLSYOUNEEDINONEPLACE!
Business Maestro is an information- driven product that
orchestrates all of the business services you need for budgeting,
planning, modeling, and financial forecasting. With Maestro at
work, you'll minimize your budget cycles, maximize data
integrity, receive time critical management reports and more —
without creating any formulas or macros.

SPREADSHEETS

DO N9T CUT IT!

FUNCTIONALITY

EXCEL BUSINESS
OR1-2.3 MAESTRO

BudgetProcessSupport

No

BusinessModeling

No

Automated"Whatif'Scenanos
Automated Budget, Reforecasting

No
No

Yes

Built-inStrategicPlanWriter

No

Yes

AssetMgmt&Deprec.

No

Yes

GAAPCompliantReports&Charts

No

Yes

MultipleRudget Consoli&,ior

No

*Yes

Yes

ksinm Mae,-tro EnterpriseEditiononly.

NOBODYELSECANDOIT.
NOBODYELSEISEVENTRYING.

"Btuines&c ,t aestm bas changed the wg,use do budgeting"

John T.Duncan,CFO-U.S. TextileCorp.

How does it work? Simple.Business Maestro asks you to "pick
and plug" your numbers; it'll crunch'em, rock and roll with
"what if? scenarios, and produce charts and reports.Wlten
you are ready click on "Write the Plan," then sit back and
watch the magic. And best of Al there is no riskr

ANALYZEANDEVALUATEYOURDATA

Our SmartPlanet TechnologyT" allows you to create intricate
`what -if" scenarios and measure the consequences to your
ONLY$995,30-DAYMONEYBACKGUARANTEE
bottom line.You can forecast results from changes in sales,
You'll be amazed at how much more quickly, easily and effeccost of goods, inventory, manpower, assets, taxes and other
tively you can plan, consolidate and manage your budgets.
influences —then modify your budget and reforecast with the
So
go ahead — you'll have 30 days to convince yourself it's the
click of a mouse. Or download actual data from your
best
investment you've ever made. OR we will cheerfully
accounting system to measure performance and create
reflrnd your money.
up- to-date analysis and reports.
� �� tl� ttt�
i
atf lir9
OPERATEALONEORINCONCERT 1%
NO-RISK,30-DAYMONEYBACKGUARANTEE
There's never any dissonance when you
put Maestro to work for you, no matter
how complex your company's organizational structure. Managers can use
Business Maestro to prepare and control
their own budgets (even use different
currencies).Then utilize Business
Maestro's Enterprise Edition to
automatically roll-up independent
budgets into one unified budget.

PLANET

AW

e

Asa,

CALL800-366-5111

mI

www.planet-corp.comAma
All major credit cards are accepted.
System availability: All versions
of Windows, including Windows NT.

C O R P O R A T I O N M#I In Enterprise -Wide Budget Planning - Financial Control - Forecasting
Stay on top of your bottom line.

01997Planet forporationandBusiness Maestro aretrademarksof PlanesfoIPoIaNDnAllrightsreserved (DD
E•mail:�plan�a`.�plane�t-�corp.com
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century. Its results will be used to
focus IMA services and marketing
on the changing needs of our current and future mem bers.
■ A new Mem ber Interest Group
(MIG), the Small Business Council,
was developed to serve the growing
number of management accountants and financial management
professionals involved in small and
closely held businesses.
■ Additionally, programs have been
created that enable MIG members
to discuss issues and concerns with
each other using the Internet.
■ In Continuing Professional Education, innovative new programs were
developed around issues like Strategic Cost Management and Enterprise Resource Planning. The
regional educational program
(REAP) increased participation by
29% over last year, and similar
growth was shown in both In -House
and Self -Study education programs.

What'sthebestwaytoprepareforcomputer-basedExams?
Withourcomputer-basedreviews.
Sincewepioneeredcomputer-basedreviewsfortheCMAandCFMExams,
weknowhowtodoitbetterthananyoneelse.
Weevenguarantee'you'l pass.Orderandcompletethepartsyou need and
you'llpass each one or we'l refund yourpurchase price.
Practice and learn the way you'll be tested. Pass. Guaranteed.
It's really that easy. Calltoday.

1- 800 - 272 -PASS, Ext.2230.

Micro Mash
The Multimedia Publisher for P101es910nels

6402�South�Troy�Circle�•�Englewood,�CO�80111�-6424�•�(303)�799�-0099�•�FAX:�(303)�799�-1425�•�e�-mail:�inloomieroMastr.tom
Visitourwebsite:http://www.MicroMash.com
Certainrestridions apply. Call for complete details. ©1991 M -Mash, Inc. MicroMash is a registered trademark of M -Mash. Inc.

•

Progress is un der way to pro vide a
mechanism for all IMA councils,
chap ters, and mem bers to in teract
with each other and with IMA leadership via th e Web.
• A cross - functional marketing team
was form ed to wo rk with our marketing co nsultants, IPC Enterp rises
Inc. The team has aided development o f a compreh ensive marketing
program focused on students and
academics, which will feature corporate best practice videos for course
use, an Academic Mentor Program,
10
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a n ew student m agazine, imastudents.org, the first issue of which
was published in August 1997, and
the new student Web site.
■ The position of IMA Distinguished
Professor in Residence was created,
designed to increase the awareness
and influence of IMA, management
accoun ting, and financial management in the academic world.
■ A ground- breaking market study,
called Project Millennium, was conducted to analyze IMA customers
and future m arkets into the next

We have taken great strides forward
in positioning IMA to meet the professional and technological challenges of
the future.
But the transformation of IMA is
just beginning: IMA is at a crossroads
whi c h wi ll r e qu ir e c ons t a nt r e f oc u s i ng

of our programs and services in order
to ensure that we realize our vision
and reach our goals.
We want all IMA members to be recognized as constructive leaders in Harnessing the Power of Change and for
IMA to be indispensable in supporting
the changing needs of its members,
their companies, and our profession.
Many thanks to the volunteer officers and directors, and to IMA staff, for
their support during this past year.
I also want to thank you, the IMA
member, for giving me the opportunity
to serve as your President. It has been
an extremely rewarding experience. ■

CLAIR M. RAUBENSTINE, CMA, CPA
President, 1996 -97
The complete Annual Report. Year -Ended
June 30, 1997, is available free to all members
by calling the Public Relations Department at
1- 800 - 638 -4427. ext. 182: fax: (201) 573 -9034;
e -mail: mgartsho@imanet.org.
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Really? Tell me more.
Value Added Resellers, the people who make their living by recommending
the right financial management systems, recommended and sold ACCPAC for
Windows more than any of our competitors.
Why? Because the most important features to the integrity and productivity
of any mission - critical accounting program are Reliability and Ease of Use.
And guess who VARS ranked # I in those two areas?
That's right, ACCPAC for Windows.

What about your other features?
We've got them — all you would expect from the mid - market leader.
Solid, comprehensive functionality designed for large businesses: Best -of -Class
Multicurrency and Best -of -Class Report Writers, according to Controller
Magazine ". And because we listen to the market we also offer Decision
Support Tools, Sales Force Automation, and Web - enabled Functions among
others that corporations demand.

Selling
Windows
Accounting
Software!"

Fantastic! What about value for mil dollar?
Whether you're responsible for a large distributed enterprise, a mid -sized
business or smaller, there's an ACCPAC solution to fit. Our products won't
compromise function, features, or your bottom -line. Value? Controller Magazine
rates ACCPAC for Windows Best -of -Class in value for all the core financials:

GL, AR, and AP.
Plus our exclusive Investment Protection Plan provides peace -of -mind by
assuring the products you buy from us can grow as your company grows,
seamlessly and securely.
Find o ut to day why A CCP A C isV A Rs' #I S elling W indo ws
a c c o unt i ng s o f twa r e . C a ll (800) 773 -5445, or vis it ou r we b s it e tod a y
for your FRE E T rial Versio n of ACCPAC fo r W indo ws.

• VARBusmess Product Rapoa. 1997
" Cwtraier Maflanne. September, 1997

www.accpac.com
Now shipping ACCPAC for W indows Version 3.0

overnment
Stephen Borlcs, Editor

PRESSUREMOUNTS

ONFASB
The upcoming Financial Accounting
Standards Board standard on accounting for derivatives ignited congressional fireworks in October. Among the explosions were the mysterious claims of
Rep. Richard Baker (R. -La.), chairman
of the House Banking Subcommittee
on Capital Markets, Securities and
Government Sponsored Enterprises. At
hearings he held on the FASB derivatives draft, he claimed that "proponents of the new regulations have
made rather unusual efforts to influence particip ants in th e m arket to ac-

cept the new rules." Another one of his
statements was a bit clearer. He
warned "regulators," whom he did not
further identify, that "calling constituents of mine in the accounting
profession and asking them to call
Congressman Baker is not a good
idea." His clear implication was that
the Securities & Exchange Commission
was engaging in "political interference." That allegation is particularly
incendiary because lobbying by a federal agency is illegal.
Ted Beason, the staff director for the
House subcommittee, claimed not to
know exactly what Baker was talking
about. Chris Ullman, director of public
affairs for the SEC, says he is not
aware of anyone at that agency agitating Baker's constituents. Brian Cooney,
director of political and congressional
affairs for the American Institute of
CPAs, says he has talked with SEC
Chairman Arthur Levitt's office, but no
one there ever made a request that the
AICPA should muster support for the
standard. Subsequently, Rep. Baker
wrote a letter to FASB Chairman Edmund Jenkins. The letter was signed
12
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by most of the members of the House
Banking Committee. It urged the
FASB to extend the comment period
for the derivatives standard beyond
October 14, consider alternative models for improving disclosure, delay the
implementation schedule for at least
one year, and provide enhanced guidance on estimating fair market values
to preparers of accounting statements.
The letter's request for a one -year delay in implementation until January 1,
2000, leaned heavily on published reports that the AICPA wanted a one year delay. The AICPA letter containing that group's comments on the
derivatives draft did urge that any
standard become effective for fiscal
years beginning after December 15,
1999. The letter supported corporate
efforts to voluntarily apply the new

standard for years prior to that date.
But the October 10 letter, signed by G.
Michael Crooch, chair of the Accounting Standards Executive Committee,
and James Johnson, chair of the Financial Instruments Task Force, made it
clear that the AICPA supports the
FASB standard.

Separate yourself
from the crowd...
Become a CMA (Certified

Management Accountant) or CFM
(Certified in Financial Management)
Let Lambers show you how you can
achieve these goals rightinyour own home!

Lambers

CMA /CFM REVIEW

For information or sample video

CHANGING..ANDRETURN
OFTHEGUARDATTHESEC
To the extent Arthur Levitt is a bit beleaguered on the derivatives accounting
issue, help may be on the way. Two new
commissioners are arriving, one a longtime family friend and Democrat; the
other a highly regarded Republican.
One new commissioner is Paul Carey,
who had worked at the White House
and who is the son of former Democratic New York Governor Hugh Carey. The
Careys and Levitt, former New York
State comptroller, go way back. The
GOP addition is Laura Unger, whose
last job was securities counsel on the
Senate Banking Committee. Before
that, she worked at the SEC. The fact
that her Senate boss was Sen. Alfonse
D'Amato (R. -N.Y.) means she can either
help or hurt Levitt because she is a visible link to congressional Republicans.
At her Senate confirmation hearings,
Unger stressed the importance of
maintaining the "delicate balance" between investors and the marketplace.
"Without investor confidence, the capital m arkets will not flourish," she said.
"However, too much regulation will
make the m arkets an unattractive
source of financing to companies."
Steven Wallman, who created one of
the vacancies when he left the SEC
last September, is known best for being
the force behind the Advisory Committee on Capital Formation and Regulatory Processes. In a report it issued in
1996, the Wallman Commission emphasized the importance of improving
corporate disclosure and suggested the
SEC might want to think about instituting a "company registration" system. The SEC put out a concept release
on that in July 1996 with a comment
deadline of September 30, 1996. That
deadline was extended a couple of
times, but this once highly touted Wall man project m ay be headed for a quiet
burial.
Walter Schuetze is returning to the
SEC as chief accountant in the enforcement division. Schuetze left his job as
chief accountant of the SEC (not just
the enforcement division) early in 1995
saying he was tired of it. ■

CALL 1- 800- 272 -0707
www lamberscpa. com
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Step hen Barlas is a jo urnalis t with mo re
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Learning to work effectively with your
supervisor is one of the biggest challenges in business and is critical to
success. Over the course of your career,
you are likely to have many bosses.
Now is as good a time as any to develop a strategy that helps build strong
working relationships.

players on the team at once. And with
the stress of a new job, he may not
realize the full extent to which he's
micromanaging you.
The key for you is to determine at
the outset what is expected from you
and what you need from him to meet
those expectations.

ties within the company in another
related area or geographical location?
Keep in mind, however, that every boss
is different and that there is no
panacea. Before you jump ship, remember that you may inherit a boss who
presents a host of new challenges.
Have you consulted with mentors or
friends about the situation? This problem transcends the accounting profession, and you may benefit from the
experiences of those in other fields.
And one more consideration before
you decide to throw in the proverbial
towel: Evaluate your own actions. It
can be tempting to magnify any criticisms you've received, particularly
when working with someone new. Take
a look at how you interact with this
individual. Is there something about
your own personal style that can be
modified to improve the relationship?
Do you take criticism well and absorb
what is being said, or do you become
defensive? Exploring these questions
will help you determine if your relationship with the new boss can be
improved upon or will continue to be
problematic.

Analyze the situation. First of all, try

Attack the proWem, not theperson.

Looking elsewhere. If you've made a

to determine if others in your accounting department are experiencing similar difficulties. Is the lack of trust you
sense directed at you alone, or do others in the department seem to be
"micromanaged," too? If you are the
only one who is having trouble getting
along with the new assistant controller, your expectations may be unrealistic. Could it be that you were so
close to your former boss that any
replacement would be met with
resistance?
On the flip side, keep in mind that
"macromanagers" can be just as frustrating to an employee. This kind of
supervisor may focus so much on the
big picture that expectations are
unclear, and, due to little input, ongoing learning opportunities are limited.
While the best supervisors strike a
balance between these two extremes,
one management approach usually is
dominant —and it always is helpful to
identify a supervisor's style early on. It
also may prove useful if you view the
current situation from your supervisor's perspective. He may be under
pressure to succeed in his new job and
is trying to understand the role of all

It's impossible to change your new
boss's personality, so avoid expending
any effort trying. Instead, invest your
energies into improving your working
relationship with him through better
communication.
Arrange to meet with him to discuss
his goals and expectations. If appropriate, try to establish a coaching relationship. Ask for feedback on your performance occasionally so that he knows
you're interested in continual improvement. These informal discussions may
help open up lines of communication.
If you feel that the assistant controller's actions are so harsh that it is
becoming difficult to perform your job,
you absolutely should discuss the situation, albeit in a nonconfrontational,
private meeting. And if the relationship does not improve after efforts
toward open communication, you may
have to move on.

good faith effort to improve the situation with your supervisor with little
positive results, it may be time to consider a different company.
Your desire to be part of a supportive, team - oriented corporate culture is
justified and paramount for many job
candidates today. In a recent executive
survey we commissioned, corporate culture rivaled benefits in importance to
job seekers. Increasingly, employers are
responding to these concerns by providing more "worker - friendly" environments. With a little research, you may
identify just such a firm. And the current fertile job market will make your
search that much easier.
Having a new boss is always a challenge, but, with some time, analysis,
and diplomatic communication, you
can make the most informed decision
about your next step. ■

I am a staff accountant at a mid -sized firm. Our company recently hired a new
assistant controller. While this individual has impeccable credentials, I'm having a
difficult time adjusting to his management style. My previous supervisor, who left
the firm, was very easy to work with. But my new manager is much less friendly,
constantly hovers over me, and questions each of my decisions. I always have
received positive performance reviews before, but all this scrutiny is starting to
make me doubt my abilities. I may be fighting an uphill battle. Do you have any
suggestions?
Max Messmer. Editor

How to work with a difficult boss.
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Before you Isap. It is important to
evaluate the overall company at this
point. Do you like everything else
about it including its growth potential,
the nature of the work, your colleagues? Perhaps there are opportuni-

Max Messmer is chairman and CEO of
Robert Half International, Inc., parent company
of Robert Half@ and Accountemps®. RHI is the
world's first and largest specialized staffing
services firm placing accounting, finance, and
bookkeeping professionals on a full-time and
temporary basis. Mr. Messmer's most recent
books are 50 Ways to Get Hired (William Morrow) and Job Hunting for Dummies' QDG
Books).
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What you want is
efficient time tracking.
If time is money, then ]AMTS Timecard® is the key to an improved bottom line. JAMIS Timecard
allows every employee to enter time records electronically, right at the desktop, with a direct link
to the job cost accounting system. No more lost cards, illegible entries or
paper copy storage. Managers can

Whatyou want is
JA 1111 I S Timecard,

review and approve employees'
recorded time, and receive up -todate reports on specific job and
work order activity. Daily updates

mean faster billing and crucial early warning of potential overruns. And
JAMIS Timecard supports the most stringent auditability requirements,
including DCAA standards. It all adds up to dramatic savings throughout
the enterprise. So if that's what you want, call 1- 800 -65 -JAMIS today!
JAMIS is a suite of Integrated software
modules that mai ntai ns complete and
detailed Information for the entire life
of any c ontract.
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Business Systems
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Anthony P. Curatola, Editor

THEROTHIRA-PARTZ
Last month, the contribution and
rollover rules for the newly introduced
Roth IRA were presented. This month,
the maze of special distribution rules
for the Roth IRA are discussed.
The distribution rules applicable to
the Roth IRA differ significantly from
those pertaining to a Regular IRA. To
begin, any qualified distribution from a
Roth IRA is penalty free and not includible in gross income. Newly enacted Section 408A(d) (2) defines the term
"qualified distribution" as any payment
or distribution that is made after a
five -year holding period within the
Roth IRA and is made on or after age
591x, death, disability, or a qualified
special purpose.
Because age, death, and disability
are well established in the IRA and retirement income tax areas, they are
not discussed here. Rather, the five year holding period and the qualified
special purpose distribution are considered in this article.
Section 408A(d) (2) defines a qualifying distribution as one that is made
within the five - taxable -year period beginning with the first taxable year in
which a contribution to the Roth IRA
(or spousal Roth IRA) was made. In
other words, a contribution made in
April 1999 for the 1998 tax year begins
the five -year holding period on January 1, 1998. A distribution made after
December 31, 2002, would satisfy the
five -year holding period.
There is only special- purpose distribution at this moment that qualifies under the Roth IRA rules: qualified first time home buying expenses. But one
must realize that the overriding requirement for tax -free and penalty -free
withdrawals from the Roth IRA is satisfying the five -year holding period.
Now a person who makes a qualified
first -time home buying distribution
from a Roth IRA is limited to a lifetime
16
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dollar limitation of $10,000 and, more
specifically, for the purchase or construction of a principal residence.
Moreover, the amount must be used
before the close of the 120th day after
which it is received to pay these costs.
If a delay or cancellation of the purchase, construction, or reconstruction
occurs, the person may roll over the
distribution to his or her IRA. More
important, the usual rollover period of
60 days is extended for this situation
to 120 days. [Section 72(t) (8) (E)].
Another interesting aspect to this
new provision is the liberal interpretation of the term "first -time" home buyer. That is, a first -time home buyer includes any individual (and, if married,
spouse) who had no present ownership
interest in a principal residence during
the two -year period ending on the date
of acquisition of the new principal residence. Thus, you can sell your principal residence, incur no capital gain tax
given the new capital gain exclusion
rule for the sale of a principal residence under TRA'97, rent for two
years, and purchase a home as a firsttime homebuyer.
If a distribution from a Roth IRA is a
nonqualifying distribution, then the
earnings portion of the distribution is
included in gross income and subject to
the 10% early distribution excise tax.
But the includible portion truly is limited to only the earnings attributable
to the Roth IRA because the contributions were nondeductible and the taxable portion of the conversion rollover
was taxed. Wait; it gets better.
A person who takes a distribution
from a Regular IRA with nondeductible contributions must allocate
the distribution between the taxable
and nontaxable portions. Two allocation methods are available: the annuity table exclusion method or the simplified method.

With respect to the Roth IRA, Section 408A(d) (1) (B) stipulates that all
contributions are assumed to be distributed to the owner before any earnings are distributed. Hence, the distribution is penalty - and tax -free until a
person recovers any and all investment. After fully recovering a person's
investment (i.e., the nondeductible contributions or taxed rollovers), the remaining distribution is subject to
penalty and includible in gross income
unless it is a qualified distribution.
The result of Section 408A(d) (1) (B)
is to create an unintended escape provision from the 10% early distribution
excise tax. Specifically, a person could
convert a Regular IRA to a Roth IRA in
1998, include in gross income the taxable portion of the conversion (which is
exempted from the excise tax), take a
total distribution from the Roth IRA in
1998, and have no taxable income
(therefore, no excise tax penalty).
Although the conversion from the
Regular IRA to the Roth IRA appears
to be legal at the writing of this article,
one should check to see if a correction
to this escape from the excise tax has
been legislated before using it.
The Roth IRA, on the other hand,
has an intended advantage (as seen in
the committee reports) to retiree.
That is, the minimum distributions of
Section 401(a) (9) (A) are not applicable to the Roth IRAs after reaching age
7012.
Avoiding the minimum distribution
rules can have some beneficial tax
planning advantages for taxpayers,
especially those individuals who are, or
are expecting to, receive social security
benefits and are near, or slightly over,
the taxable threshold. A person may
elect to convert from Regular IRAs to
Roth IRAs and apparently stop the
mandatory distributions. Moreover, a
person can take a one -time tax hit of
income on the conversion and thereafter treat qualified distributions as
nontaxable and penalty -free from the
Roth IRA.
Overall, one may conclude that the
Roth IRA seems to be a good thing
with a maze of rules. ■
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Anthony P. Curatola is the Joseph F. Ford
Professor of Accounting at Drexel University.
The material for this article came from the
MicroMash CPE course "1997 -98 Tax Update
on Retirement Income" by Dr. Curatols.
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Distance learning has becom e the rage

Kathy Williams, Editor

SIEGELNAMEDISB
EXECUTIVEDIRECTOR
Arthur Siegel, CPA, a partner with
Price Waterhouse LLP, has been
named executive director of the Independence Standards Board (ISB). The
new independent private- sector organization was created by the Securities &
Exchange Commission (SEC) and the
American Institute of CPAs (AICPA) to
establish standards for the auditors of
public companies.
Siegel joined Price Waterhouse in
1960 and served in a number of pro-

gressively responsible positions, including vice chairman of audit and
business advisory services. He also was
chair of the AICPA's SEC Practice Section Executive Committee and chairman of the Accounting Standards Executive Committee's (AcSEC) Task
Force on Risks and Uncertainties.
Siegel was a member of the Financial
Accounting Standards Board's (FASB)
committee to review activities of the
Emerging Issues Task Force (EITF), a
member of the EITF, and member of
the Financial Accounting Standards
Advisory Council.

Cash Flow Forecasts:
Flexibility You Can Bank On.
Pro -forma Plus is a financial forecasting model created within a spreadsheet
environment to ensure maximum flexibility and provide a sense of immediate
familiarity. All formulas are included and accessible; all statements are fully
integrated; and all spreadsheet commands have been automated. The model is
fully compliant with AICPA Guidelines on Prospective Financial Statements and
is date -ready for the year 2000.
PFP includes automatic presentation - quality printing, multi -year forecasting and
instant 'what-ifs'; automatic ratio analysis, variance analysis and break -even
points; automatic statement formatting, tax, interest, management
bonus and long -term debt calculations; easy -to- follow
documentation and free telephone support.
Special Of
Well- organized statements;
�
powerful, flexible, easy to use..."
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- Accounting Technology
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as a way to earn continuing professional education credits. One distance learning m ethod that has been catching on is the "phone seminar," a hybrid
between a telephone conference and a
radio call -in show. Participants receive
advance materials, call in to a specified
telephone number at a set time, listen
to presentations, and get a chance to
ask questions.
IMA will conduct its first phone seminar December 2 under the sponsorship of the Small- Business Council,
IMA's new Member Interest Group

(MIG).
The subject of the phone seminar is
"Making a Difference in a Closely Held
or Family Firm." It is directed to m anagem ent accountants and other financial professionals who find themselves
trying to handle the complex responsibilities and unique dynamics they encounter in family -owned and other
closely held companies. The seminar
will be led by Peter Baudoin, CMA,
CPA, and family therapist Joe Paul,
both seasoned consultants to family
businesses.
The program will take place from
12:30 p.m. to 2:10 p.m. CST and at corresponding times in other time zones
of the country. Registrants are eligible
for two CPE credits, and the cost is
$119 ($99 for MIG members). For the
fee, registrants receive a site license,
which means they can invite any number of people to listen to the seminar
on their one connection, via speakerphone, at no additional cost. If any of
the other listeners at the same site
would like the CPE credits, however,
they must register and can do so for a
reduced rate of $75.
For m ore information about the telephone seminar, call the IMA at 1 -800638 -4427, ext. 219, or e-mail to:
migs@imanet.org.

WHYDOCOMPANIESCHANGE
THEIRFINANCIALPROCESSES?
Improved management reporting and
spending more time on value -added
analysis are the leading reasons companies would change their financial
processes. That's what nearly 400 finance and technology executives at

a

,r

l

t h' ji

V1 ,

•� Y

ar

r

e 4

�

4

■:: :1 A

1

. ,K

'�4 .�

>.
11

, 4f i n� � t
J

t
a

+,
V,

11

�

a

t

�

Thetimeandattendancesystemyeast
likelyto need supportoffers the 1110St support.

Ironic, isn't it?
At Simplex, we offer our customers unparalleled support - even though, we're proud to say, we don't get called on to
use it much. Because our products are designed to perform without any hassles. Like our Windows' -based WinSTARsystem. No other time an d attendance system makes it easier for you to reduce payroll preparation time, eliminate
manual errors, generate management reports and comply with the Family and Medical Leave Act. And since WinSTAR
is designed, manufactured, installed and supported by Simplex, you get a seamless solution. With the implementation,
training and upgrading you need, when and where you need it. It's all backed by the Simplex network of 140 company owned and operated locations and thousands of employees worldwide. Making it all the support you'll ever need.

SSimplex
isa�s�

Call us at 1- 800 -225 -0496 or visit us at www.simplexnet.com
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say they expect M&A activity to increase through the year 2000.
The other major fear is burnout. Executives are working longer hours and
feel more stressed, so they worry about
keeping up a quality performance.
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some of the nation's largest companies

said recently when they responded to
the 1997 Annual Survey of Financial
and Accounting Systems sponsored by
Deloitte & 'lbuche LLP and Hyperion
Software. The yearly survey examines
the business needs within corporate finance and IT departments and how
those needs impact buying decisions.
In other survey findings:
Respondents cited a strong need for
better information access, particularly
via the Internet/corporate intranets.
About 75 % expect the Internet to be a
primary vehicle for information delivery in financial and accounting systems. Initiatives planned to accomplish
this are use of agent technology for online alerts and notifications and Internet access to in -house systems.
The most significant business initiatives companies are undertaking are,
in descending order, implementation of
new financial systems, Year 2000, data
warehousing, business process reengineering, and Web -based application
servers. In the past two years that order had been BPR, implementing new
systems, staff downsizing, benchmark20
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ing, and Year 2000.
Companies are turning toward vendor packaged solutions instead of custom- developed packages by a ratio of
16 to 1.
The shift toward client/server architecture for corporate financial systems
continues to increase as 82% of the implementations planned during the next
two years are expected to be
client/server.
For information about the survey,
contact Alan Mangelsdorf at Hyperion
Software at (203) 703 -3137 or
Josephine Vernon at Deloitte & Touche
LLP, (212) 436 -4405.

WHATDOEXECUTIVESFEAR?
Even though the job market for finance
and accounting professionals is hot, executives are beginning to fear job loss
because of a merger. That's what
Robert Half International found recently in a survey of executives of the
nation's 1,000 largest companies. Will
the rate of mergers and acquisitions
slow down soon? Probably not, according to a related survey in which CFOs

year -end should be reviewing their inventory levels to see if they have any
excess or overstock. If the answer is,
yes, they m ay be entitled to a federal
income tax deduction under Section
170 (e)(3) of the Internal Revenue Code
if they donate the goods to a qualified
charity. Regular (C) corporations may
deduct the cost of the inventory donated plus half the difference between
cost and fair market value. Deductions
may be up to twice cost. S corporations, partnerships, and sole proprietorships earn a straight cost deduction.
A free guide to this deduction, along
with step -by -step instructions on the
donation process and a formula for calculating potential tax savings, is available to accountants. Call the National
Association for the Exchange of Industrial Resources (NAEIR) at 1- 800 -5620955.

ARTHURANDERSENLAUNCHES
WEB-BASEDSERVICE
This month Arthur Andersen Knowledge Enterprises is launching KnowledgeSpaces", an Internet business service that will sift, sort, and interpret
current news and relevant Arthur Andersen resources to help subscribers
improve their business perform ance.
Some of the services subscribers will
receive are:
•

Access to a best - practices customized service based on bench marking and diagnostic tools used
by Arthur Andersen professionals.
• Access to Business RadarT",' a new
interactive tool that delivers personalized news and information.
• On -line conferences and discussions
featuring global experts on various
business issues.
For information, visit www.knowledgespace.com, or call Ameeta Bartenwerfer of Arthur Andersen Knowledge
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Call Kronos, the Leader in
Time & Labor Management
1 -800 -225 -1561 exL 8100

Trends in
Human
Resources
Outsourcing

Employers are
outsourcing

noncore processes
so HR departments
can serve as
partners to
business
managers.

BYJIMSWITSER
organization . For example, processes
s the high cost and intensive
that typically are outsourced in finance
effort required to build and mainand administration include benefits
tain world -class departments and
and compensation administration, payteams continue to soar, more and more
roll processing, accounting and finanU.S. corporations and other organizacial reporting, tax compliance and
tions are realizing the advantages of
planning, and internal audit.
outsourcing selected business
Outsourcing allows companies to
processes.
focus their resources and energies on
While corporate cost cutting is still a
the areas they know best and that crevital consideration, however, it no
ate
the most value —their core compelonger is the principal reason most
tencies—while improving the manageorganizations turn to business process
ment of various important internal
outsourcing. In a significant shift,
processes. Use of this strategic tool is
employers are outsourcing for competitive advantage, seeking benefits ranging from access to
expertise to better information management.
Agree strongly
Agree somewhat
Defined broadly as the
management and operation
of an organization's selected
. Disagree somewhat
Disagree strongly
business functions or
processes by a third party to
achieve cost control and/or
improve performance, business process outsourcing
often involves such "non 60%
core" —but crucial —areas as
human resources and
7%
1a/0 3%
accounting, traditionally considered integral parts of any
---
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likely to have as great an impact on
corporations today as improved technology did 25 years ago.

For KPMG, a typical HR transaction based outsourcing engagement might
involve processes such as benefits
administration, payroll processing, and
expatri ate administration. Often, two
types of personnel are involved —
process and technology personnel, who
oversee and implement projects for
clients, and client service people, who
perform such detailed tasks as answering service calls or managing benefits
information requests.
Through shared service
centers, outsourcing vendors
can apply their advanced
process knowledge to add
value, provide better information, and create efficienOther
cies that allow clients to concentrate their resources on
higher value- adding
activities.
A shared services center
takes advantage of economy
2196
of scale by locating many
processes in one place, which
makes possible much largerscale investments in ad-

1

advanced technology and specially
trained personnel. For example, few
human resources departments of, say,
six to eight persons could ever afford
to invest in such advanced applications as digital call recording, workflow management, or data warehousing. Yet by aggregating a number of
functions and processes into a single
center, an organization's HR department not only can provide a much
wider range of technological improvements, but it also can attract and
retain a better caliber of employee,
attracted by the ample room for
advancement and growth in a large scale, state -of -the -art environment.
Another benefit is that approximately
60% of improvements that prove effective with one particular process can be
applied to others. For example, a data
enhancement method or technology
that works in a tax area may have
applications in an HR area.
KPMG's shared service center in
Dallas includes a central processing
facility designed to serve large organizations and an "incubator" shared services center that provides infrastructure support for emerging companies
and those in major transition. Addi-

tional centers are planned on the East
and West Coasts.

TODAY'SEVOLVINGMARKET

M

ost business process outsourcing is
done in conjunction with process
reengineering. ( While a single business
process may span several functional
areas within an organization, most are
associated closely with one functional
area, such as tax, legal, or human
resources.) To start, a company defines
the set of processes being considered;
then it determines the best way to perform them. In many cases, it means
redesigning those portions of processes
that are kept in -house while outsourcing noncore processes.
The market for business process outsourcing, while still relatively young, is
growing rapidly. American businesses— faced with increasing competitive
pressures and global economic transformation —are devoting more and
more of their human and financial capital to processes that differentiate
them in the marketplace. A pharmaceutical manufacturer may decide to
focus more intently on drug research
and development and an oil company

on offshore exploration and drilling
new wells.
1b track the curent trends in outsourcing, KPMG Business Process
Solutions" (BPS) is undertaking annual surveys of senior corporate executives (see sidebar "Key Survey Results"
for details). This year's results show
some interesting new patterns.

VALUE-ADDEDPARTNERSHIPS

C ompanies are seeking "business
process partnerships" that create real
value and help them attain a global
competitive edge. The 1997 BPS survey confirms that companies are scrutinizing outsourcing's effects and
potential benefits for a wide range of
activities and functional areas —an
indication that executives are becoming more sophisticated consumers of
outsourcing services.
According to Richard D. Dole,
KPMG's Houston -based national partner in charge of BPS, outsourcing has
expanded beyond its initial concentration on number - crunching, technology based services to encompass such value -added processes and services as
human resources, finance, administraNOVEMBER 1997
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KPMGBusinessProcessSolutionsencouragescompaniesconsideringprocessimprovements toaskthefollowingsixquestionsbefore
decidingtoreengineeror outsource.
1. Canweredesigntheprocessourselves?
2. Canwecommit thenecessaryresources?
3. Dowehavefull commitment throughout thecompany?
4. Can weobjectively evaluate inefficiencies at all levels?
5. Aftercompletion, canwemaintainimprovements?
6. Canweredesign theprocesswhileadvancing ourcore
business?

1. How longhastheprovider been in business?
2. What is thescopeof its services?
3. Does theprovider havetherequiredadministrativeskill and
operational experience?
4. Is theprovider financially stable?
5. What happens toourdataif theprovider goes out ofbusiness
foranyreason?
6. What is thecost compared to"owning" theprocess?
7. Will this reallygiveour company additional timeand resources
todevotetovalue-addedactivitiesinour corebusinessareas?
8. What arrangements will bemadefor our current staff in the
areasbeingoutsourced?
9. Areweculturally compatiblewith theoutsourcing provider?
10.Hastheprovider'smanagementmadealong-term commitment
of thecapital required forcontinuous improvement ofthe
operation?

If theanswer toany of theseis no, outsourcing is alikely solution. Businessprocessoutsourcinghelpscompaniesofall sizedo
what they dobest —focustheirresources, capital, and talent on
theircorecompetenciestoadvancecorporatestrategy andbuild
shareholdervalue.
Finally, companiesmust keepinmindthat outsourcingisalongOnceacompanyhasdecidedtoseekaqualifiedserviceprovider,
topmanagement shouldaskthefolowing10questionsbeforemak- term partnership. It requires shared business values, sensitivity to
human resourceissues, and awell-managed transition period. ■
ing thefinal selection .
tion, and customer support. Citing the
increasingly competitive human
resources outsourcing market, he
reports that high quality and low costs
no longer suffice to differentiate one
vendor from the pack.
Rather, customer "intimacy" and
"one -stop shopping" are the new watchwords, as HR departments are pushed
to add value and cut costs simultaneously by farming out transaction -based
processes while assuring that employees will receive professional, courteous
service. Employers are flocking to outside vendors who can quickly, accurately, and politely answer employees'

questions about benefits, payroll
issues, and pensions over the phone, by
fax, or via electronic mail or a corporate intranet.
Other transaction -based HR processes include generating payroll checks,
doing time and attendance reports,
enrolling employees in healthcare
plans, doing retirement calculations,
making changes in individuals' 401(k)
plan investment portfolios, processing
401(k) loans, and adding dependents to
health policies.
This move frees HR managers to
grapple with strategic business issues
and help manage the corporation's

Access to specialized expertise

76%

Technology improvements

52%

Lower cost

48%

Legal/regulatory compliance

48%

Better access to information

47%

Focus on core activities
Better information management
Better service to employees

45%
39%
36%

Respondents rated 5 or 6 on a scale of 1 to 6, where 1 means 'least value" and 6 means "greatest value.
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human assets. It also is sparking a
drive to retrain them as business partners capable of strategic analysis and
decision making.
In general, outsourcing adds value by
allowing HR professionals to serve as
partners to business managers —especially making sure they have the right
people in place to do the right jobs at
the right time. This role includes such
vital —and demanding — activities as
compensation management and studies, turnover analysis, recruiting analysis, training and development planning,
retention improvement, career path
development, succession management,
and forecasting future personnel and
compensation needs.
This transition from efficiency to
expertise is farther along in human
resources than in finance and accounting, but it is sure to happen there as
well.
Even in this age of downsizing and
cost cutting, outsourcing sensitive HR
functions may seem an unlikely way to
cut corporate costs. Yet —if the old saw
is true that people are the most precious asset of any business —why not
select an outside vendor with the "best of- class" capabilities to help administer
that asset? Another advantage of using
good outside consultants is that they
can provide an unvarnished view of the
way your organization's HR processes
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73%

Legal

62%

Tax

48%

Information technology
Internal audit

38%

Human resources

27%

company.
Potential benefits to employers
include:

Fin an ce /A cc ou nt ing — 2 1%
C u s t o m e r s e r vi c e

17%

Ad m i n i s t r a ti o n _ 1 1 %
Respondents rated 5 or 6 ona scale of 1 to 6, where 1 means "least value' and 6 means 'greatest value.'

and functions work. But your organization must be committed to change
because outsourcing almost always
involves some process reengineering to
be effective.

THEBOOMINBENEFITS
ADMINISTRATION
om pen satio n and b en efits ad min C
istration is a p o p ular can d id ate fo r
HR outsou rcin g, as it is a tran saction- oriented process that can y ield

significan t cost savings. Among the
po ten tial b enefits of this approach to
em ploy ees are:
■
■
■
■

A high standard of service,
Better ex pertise at their disposal,
Better use of benefits,
Consistent information and messages, and
■ Convenient access by telephone or
computer.
For example, an employee who has

KPMG's second annual survey, titled "Companies Increasingly Look

to Outsourcing for Competitive Advantage," found that corporate
executives view business process outsourcing as a strategic tool
that will allow them to run their businesses more competitively, efficiently, and cost effectively, (See Figure 1.)
This year's BPS - sponsored survey was carried out with the help of
Pulse on America, Inc., an independent, NewYork -based marketing
research firm. Two thousand senior corporate executives of companies with more than 1,000 employees were sent a seven -page questionnaire in June 1997. A total of 189 questionnaires was completed
and returned, of these, 164 respondents (84 %) reported their companies were currently using business process outsourcing.
The survey asked executives about their views on business
process outsourcing in general, the benefits of outsourcing in various functional areas, and the ways in which outsourcing is being
used in those areas. It also asked respondents to identify the activities or processes in which outsourcing seems to hold the greatest
promise.
Topping 1997's list of primary motivations for choosing the outsourcing route was the desire to access "specialized expertise." Further, an overwhelming 88% of the 189 executives responding indicated they believe outsourcing represents a strategic tool for
achieving competitive advantage.
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just adopted a child could take care of
all the necessary adm inistrative
details—informing her insurers of the
new dependent, adding the child as a
beneficiary of her 401(k) plan, updating her personnel records, and changing her payroll deductions—with one
phone call to a shared services center.
Now the employee can focus on her
main priority : earning revenue for the

■ Lower transaction costs,
■ Lower headcount,
■ More control over the costs of technology upgrades,
An
opportunity for self - evaluation
■
and outside review of processes, and
■ Increased employee satisfaction.
In the example above, the employee's
supervisor can rest assured that any
administrative, actuarial, or other
tasks related to her benefits management have been taken care of —and
that she has one less distraction from
her core responsibilities. And as he
realizes that even the most generous
employee benefits programs can frus-

Among the other highlights of this year's study:
■ More than three - quarters (77 %) of executives in companies that
outsource view access to specialized expertise as a benefit with
great value. A total of 53% said technology improvements were
of great value. About half (48 %) saw lower costs as equally
important —a shift from last year, when this was the top benefit
cited. (See Figure 2.1
■ The executives polled claim to see the greatest outsourcing potential
in legal processes, followed by processes related to tax, information
technology(IT), andhuman resources. (SeeFigure3.)
■ In all functional areas other than IT, more companies are planning to outsource compliance processes than any others. In the
IT arena, the advisory, design, and consulting processes take the
top spots, with compliance processes named less often.
■ An overwhelming majority of executives are satisfied with their
outsourcing experiences, although the level of satisfaction varies
among functional areas, ranging from legal (96 %) to tax (95 %) to
human resources (87%).For IT- related processes, only 70% of
companies expressed satisfaction with their outsourcing
experiences. (See Figure 4.)
■ Of those respondents who reported dissatisfaction with outsourcing, the three most frequently cited reasons were timeliness, cost, and lack of responsiveness and expertise.

trate employees if they aren't easily
accessible, her supervisor is thankful
that the company now offers "one -stop
shopping." After all, satisfied employees tend to stay put longer and work
harder.

Figure 4. SATISFACTION WITH OUTSOURCEDPROCESSES
Legal
o

Tax
0
95 /o

Met or exceeded expectations
Finance /
Accounting
Internal
audit
Human
n.,,,
96%

c „cr,...,or

CANDIDATESFOROUTSOURCING

IKPMG Business Process Solutions

has developed a five -point checklist to
help organizations decide whether a
particular HR service is a good candidate for outsourcing:
1. Does th is strategy support your
business strategy? If not, other
internal issues may stymie its success. For example, does your company's culture frown on seeking help
from outside experts?
2. How much are you really spending
on HR now? Unless outsourcing can
add significan t valu e at eq ual or
lower cost, you're on the wrong
track.
3. Are you willing to change the way
you do thin gs? Unless management
is committed to reengineering HRrelated p rocesses, outsourcing's benefits m ay be limited.
4. Can you continue to commit
resources to noncore activities? If
it's no problem to staff ; say, a full time team of ERISA gurus, you may
not benefit from outsourcing.
5. Are you expecting too much from
outsourcing? Implemented properly,
HR ou tsou rcin g is far more th an a
cost - cutting tool. Yet it may not
meet your expectations if it isn't
applied to such critical "quality -oflife" aspects as recruiting, train in g,
and career plan nin g.

OUTSOURCING'SGROWTH
PROSPECTS
utsou rcing represen ts "the single
O
largest growth opportunity" for professional services firms in th e coming
decade, according to a 1995 study by
Diefenbach Elkins. And G2 Research
predicts that by the y ear 2000, the
worldwide m arket for strategic business process outsourcing will approach
$282 billion, with an annual growth
rate of 20%. Other research ind icates
that the total o utsourcin g m arket for
financial an d administrative functio ns
alone will reach the $63 billio n m ark

within th ree years.
One of the most promising outsourcing markets is benefits adm inistration
for expatriate employees of multinational corporations as the rise of the
global marketplace has driven
increased demand for broad -based
intern ation al HR expertise. While
many companies have long outsourced
pieces of the international puzzle —
relocation, language training, visa and
immigration issues —they are discovering that th ey do not have the internal
resources to deal with such country specific ad ministrative m atters as payroll withholding, taxes, social security,
medical plans, family issues, EEO, and
diversity.
Because outsourcing is a relatively
new strategic tool for corporations and
other organizations, its disappointments may teach us as much as its
successes. In this year's survey, KPMG
asked respondents who said they were
dissatisfied with their outsourcing

experiences to describe the technique's
major shortcomings. As mentioned in
the survey results sidebar, the three
problem areas cited most frequently
were timeliness, cost, and lack of
responsiveness and expertise.
Obviously, these are the areas where
service providers and their customers
constantly must be vigilant. The survey respondents' complaints can serve
as warnings to other outsourcing purchasers on what to avoid —and should
serve as guiding lights for vendors as
they set about improving their
services. ■
Jim S witser is a p rinc ip al with KPMG Bus iness Pro ces s So lutions sM and the natio nal p art.
ner in charge o f KPMG 's T echno logy and Process ing C enter. He c an b e reac hed b y pho ne at
(214) 200 -7027, by fax at (214) 200 -7055, and by
e -mail at: BPS @kp mg.co m. Ad d itio nal info rmatio n is availab le o n KP MG's W orld Wid e W eb
s it e a t: htt p l/www. us.kp mg.com/b pe. KPMG
Peat Marwick LLP is the U.S . member firm o f
KP MG Internatio nal, the worldwid e profess io n•
al s ervices firm.
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EMPLOYEE
LEASING S
LEGAL

Do you know the financial
reporting requirements?

fN

Certificate

BY PAUL MUNTER, CPA; RENE
SACASAS: AND LARRY DIMATTEO

ofWerit

mployee leasing has become a popular way for companies to meet
their operational needs without
incurring the significant costs that
accompany full-time employees. By
leasing employees and agreeing to pay
a specified amount directly to the
employee leasing company, managers
are able to shift the requirement to
withhold payroll taxes and to provide
employee benefits to a third party —the
employee leasing company.
Another benefit of this arrangement
is the elimination of related record keeping responsibilities of payroll
accounting. Leasing also can insulate
28
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the employer from any liability that
may result from employee - generated
claims. Thus, employee leasing
arrangements can offer many advantages. But what about the potential
pitfalls?

EMPLOYEELEASINGRISKS

M any states have legislation that
attempts to define employee leasing
and to establish minimum standards of
performance and responsibility for
both the employee leasing company
and its client companies. Ultimately,
however, the critical legal issue is likely to be whether an employee leasing
contract insulates the client company
from the responsibilities that are part
of an employer- employee relationship.
Employee leasing agreements often

make representations that these obligations are shifted from the client company to the leasing company. For
example, one employee leasing company brochure states that the leasing
company "assumes the responsibility
for the provision of benefits, payroll,
unemployment, and the provision of
worker's compensation coverage."
It further states that it "assumes
many employment responsibilities and
risks, while the client retains essential
management control over the supervision and direction of the work." It goes
on to assert that the employee leasing
company "indemnifies and holds the
client harmless for failure to comply
with the payment of wages [as required by] the Fair Labor Standards
Act, withholding [as required] by the
Internal Revenue Code, and payments
required under the Federal Insurance
Contributions Act (FICA), Federal (and
state) Unemployment Tax (FUTA), and
workers' compensation laws."
The issue, of course, is whether such
contractual representations legally can
shift these obligations from the employer to the employee leasing company. In other words, can a leasing company and its client contractually
abrogate common law relationships
and the accompanying rights and
duties? If not, will the client company
be exposed to liability as an employer
or as a joint employer?
As is often the case, if both parties
perform in accordance with the terms
of the contract, there will be few problems. What happens, however, if the
employee leasing company fails to honor its obligations as specified in the
leasing agreement? For example, if the
employee leasing company fails to provide healthcare benefits in accordance
with the company policies, will the
employees of the leasing company be
able to sue and recover from the client
company? If they can, this exposure of
the client company may warrant recognition in the client company's financial
statements.
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FINANCIALREPORTING
IMPLICATIONSOF
EMPLOYEELEASING
Given the potential for liabilities to
the client company that can result
from failure of the employee leasing
company to meet all of its responsibilities, it is clear that employee leasing is
not the panacea that many employment lease agreements make it out to
be. Nevertheless, employee leasing
arrangements still may benefit companies that want to outsource their
responsibilities for payroll- related payments and the accompanying record
keeping. Likewise, the employment
leasing arrangement may benefit the
leased employees. Employee leasing
companies can achieve "economies of
scale" in the areas of healthcare and
retirement benefits that would not be
attainable for a smaller group of
employees.
On the other hand, companies that
assume employee leasing is a way to
avoid employment- related liabilities
are mistaken. At best, the employment
leasing agreement can be viewed as a
contract for indemnification. Ultimately, the strength of the indemnification
depends solely upon the financial stability of the employee leasing company —this fact has been highlighted by
many recent court cases.' It seems
clear that the client company, at the
very least, remains contingently liable
for "employee" related claims. Given
this situation, we should look at the
accounting and reporting implications
of employee leasing arrangements for
the client company.
Because these arrangements represent potential claims, the provisions of
Statement of Financial Accounting
Standards (SFAS) 5, "Accounting for
Contingencies," need to be considered.
In SFAS 5, the Financial Accounting
Standards Board (FASB) established
the accounting and reporting principles
for both contingencies and unasserted
claims. SFAS 5 requires that loss contingencies be accrued if they are both
probable and reasonably estimable. If,
however, these conditions are not both
met (such as the likelihood of a loss is
deemed to be reasonably possible),
SFAS 5 still may require companies to
provide disclosures.
When it evaluates the need to make
either an accrual or disclosure for the
30
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employee leasing arrangement, the
company must consider the willingness
and ability of the leasing company to
fulfill its responsibilities (that is, pay
all applicable taxes, provide employee
benefits, and so on). As long as the
leasing company is doing so, there likely will not be a financial consequence
to the client company. When a claim is
asserted against the client company,
however, that entity will need to evaluate the existing contingent claim
carefully.
The result is that prior to the time
when a claim might be asserted
against the client company, it is
unlikely that the company would feel a
need to accrue a liability under the
employee leasing arrangement. What
about disclosures, then?
1b answer the disclosure question,
another financial reporting standard
may be more pertinent than SFAS 5.
The employee leasing arrangement
appears to constitute a financial
instrument. Further, this financial
instrument is not reflected on the balance sheet. As such, the disclosure pro-
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visions of SFAS 105, "Disclosure of
Information about Financial Instruments with Off - Balance -Sheet Risk
and Financial Instruments with Concentrations of Credit Risk," would
seem to be applicable.
In SFAS 105, a financial instrument
is defined as cash, ownership interest
in an entity, or any other contract that
meets both of the following conditions:
1. The contract imposes an obligation
on one of the parties that is settled
by (a) the delivery of cash (or another financial instrument that is ultimately settled with cash), or (b) the
exchange of financial instruments
at potentially unfavorable terms,
and
2. The contract confers a right to the
second entity to (a) receive cash (or
another financial instrument that is
ultimately convertible into cash), or
(b) exchange other financial instruments at potentially favorable
terms.
It seems clear that the employee
leasing arrangement does constitute a
financial instrument in accordance
with this definition. It is a contract
that imposes an obligation on the
client company to deliver cash —in other words, the specified payments to the
leasing company.
SFAS 105 specifies that if a financial
instrument exposes an entity to off -balance- sheet risk (that is, the company
could record a charge to income greater
than the amount currently reflected on
the balance sheet), the entity must
make disclosures about the financial
instruments. In particular, SFAS 105
requires the following disclosures
about financial instruments which give
rise to off - balance -sheet risk:
1. The face or contract amount (or
notional principal amount if none
exists), and
2. The nature and terms of the contract including (a) the credit and
market risk associated with those
instruments, (b) the cash requirements of those instruments, and (c)
the accounting policies used for
those financial instruments (which
may be disclosed in accordance with
APB [Accounting Principles Board)
Opinion 22, "Disclosure of Accounting Policies ").
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ould you prefer to have an employee who is focused on the project
at hand or one whose attention is directed to his or her career?
What if you could find employees for whom the present project is their
career? Employees at Current Assets, a professional staffing company in
Chicago and nine other locations, are encouraged to think this way.
Although some employees arrive at Current Assets as a stopgap,
according to the company's president, Dan Weinfurter, "Our goal has been
to convert a fair numberof people to view project -based employment as a
preferable career track to traditional employment. The bulk of the people
who end up working for us tend to stay with us." There are a number of

W

reasons for this loyalty
Weinfurter points out that in project -based employment °a lot of folks
get a fair amount of experience in a short period of time. They get visibility to different cultures and technologies, and they gain experience that
they would have difficulty getting in traditional employment. People find it
very enjoyable —they can go in and make an impact, and at some point
things end. Then, we have the ability to place them in the next environment, and they direct us to a large extent as to what that might be," says
Weinfurter. Also, lie points out that "Over time, employees move themselves up in terms of skills and also in terms of compensation."
Current Assets employees are provided a full benefits package including
medical insurance, holiday pay, access to 401(k), and, after a year, they
can participate in the company's stock option program
And on the other side of the contract, many of these advantages
become benefits for the clients. Current Assets looks for people "who have
the technical skills to be able to do what our clients want and the right
personality and aptitude so that they will fit in a professional and productive sense into the client's environment," Weinfurter says. From recent college graduates to fairly senior management executives, Current Assets
employees are from accounting or finance backgrounds and "are clustered
in the mid -tier with people with 10 years' experience on average." There
are about 4,500 people in Current Assets' network.
When a company finds that it lacks certain skills for a project, or that it
has the people but they are otherwise committed, firms like Current Assets
can provide the personnel. Weinfurter points out that, "Virtually every
large organization is short of the resources it needs to accomplish all
that's on its plate today." Two common areas that create this need are
process reengineering and mergers. Whether in the finance or taxareas,
or one of the various departmental accounting functions, reengineering

It is clear that certain disclosures
would need to be provided by the client
company to comply with the provisions
of SFAS 105. Moreover, as disclosure
requirements expand, there are implications for the independent accountant
as well.
Beyond these disclosure requirements, there are the more recent disclosures specified in Statement of
Position (SOP) 94 -6, "Disclosure of
Certain Significant Risks and Uncer32

MANAGEMENTACCOUNTING NOVEMBER 1997

often involves the implementation of new technology systems —in many
cases entirely new enterprise systems. Upward of 80% of the Current
Assets assignments are the direct result of technology implementations,
especially of enterprise systems such as SAP, PeopleSoft, and Oracle.
Along with help adjusting to the new system, "The other thing that clients
get would be the ability to have a flexible solution so that they can plan
and implement at the same time," Weinfurter says. Merger activity creates significant change and often the need for temporary help as the
acquisitions are integrated. Sometimes the need is created by long -term
overseas assignments that can't be filled by anyone in-house. In other cases, requirements can be quite unusual. Weinfurter tells of a client who
needed an individual who could write policies and procedures in Mandarin
Chinese. They found the right person at the University of Chicago.
The contract created for Current Assets clients defines responsibilities.
"We have an agreement that does point out that all of these individuals
are employees of Current Assets, and that's really to protect our clients
against any type of co- employment issues," explains Weinfurter. "Some
clients would prefer that we sign their standard document, and we're
happy to do that."
A problem that remains forCurrent Assets concerns image. Dan Weinfurter points out that, "The staffing industry does not have the greatest
reputation in the world. There is this perception that people working on
projects are not going to be committed and not going to be that talented,
and it takes us a while to overcome that perception." He explains, "We
operate in a substantially different fashion, but it's not apparent at first
blush." When placing people, he says, "You have to execute every day.
And you have to take each particular requirement from each client in a
very serious fashion —you nevercan become complacent." Energy
expended in finding the right match between the client's needs and the
employee's skills is critical, and "inevitably, one project in an organization
leads to several more as they see what we (Current Assets) can do."
A difficulty for the rest of the financial community —one that probably
will increase in the future —is that there are "fewer people entering the
accounting profession today than before, especially as (schoolsl go to a
five -year degree program," according to Weinfurter. For this, a company
like Current Assets could provide the answer.
More information about Current Assets is available by phone, (312) 5781170; fax, (312)578 -1355, or on the Web at www.curcentassets.com.

tainties." SOP 94 -6 requires disclosure of current vulnerability due to
certain concentrations as well as significant estimates that have a reasonable possibility of material revision in the coming year.2 Thus, as
companies evaluate the exposure created by employee leasing arrangements, it is quite likely that some
disclosure would be called for in the
financial statements even when
there has been no indication that

contingent claims may be asserted
against the client company.

AUDIT IMPLICATIONS
In planning the audit, the auditor
would need to ensure that he or she
has obtained copies of all contracts
for the client company. Also, the
auditor would need to evaluate
carefully the contracts for two
purposes.
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Should client company report a
liability under the employee leasing
arrangement if a claim is asserted
against the client company?

SFAS 5 —is it probable and reasonably
estimable?

Should the client company disclose
the substantive provisions of the
employee leasing arrangement?

SFAS 105 —does financial instrument give rise to
off-balance -sheet risk? SOP 94-6—does
arrangement create a current vulnerability or
a significant estimate which has a reasonable
likelihood of revision in the coming year?

Auditor and reviewer assess the
adequacy of financial statement
disclosures.

SAS 22, SAS 31, SAS 32, SSARS 1, and related
interpretations, Audit RiskAlert.

1. To determine the substantive provisions as well as the accounting and
disclosure implications of the contract (see Statement of Auditing
Standards [SAS] 22, "Planning and
Supervision — Codification of Auditing Standards [AU] 311 " —and SAS
32, "Adequacy of Disclosure in
Financial Statements —AU 431 "),
and
2. To determine the entity's compliance with applicable covenant provisions associated with the
contracts.
The 1993 Audit Risk Alert issued by
the AICPA specifically addresses the
issue of SFAS 105 in considering the
adequacy of the financial statement
disclosures. In that regard, the Risk
Alert specifies that: "[determining the
adequacy of financial statement disclosures] is most effectively accomplished
through use of disclosure checklists
and review of the financial statements
by someone not otherwise associated
with the engagement. Some of the
more common disclosure deficiencies
noted in peer reviews relate to disclosure requirements set forth in ...
FASB Statement 105." Clearly, this
admonition would be applicable equally to the disclosure provisions mandated by SOP 94 -6.
It is vitally important that the auditor adequately consider the implications of these employee leasing
arrangements in developing the audit
plan, when conducting inquiries of
client personnel, and when evaluating
the adequacy of the financial statement presentation and disclosure (in
:i !
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accordance with the requirements of
SAS 32 and SAS 31, "Evidential Mat ter"—AU 326.08).

sider the provisions of SAS 22 in planning a review engagement (Codification of the SSARS [AR] 9100.17). Furthermore, the audit procedures used to
evaluate the adequacy of the disclosures about the employee leasing
arrangement (discussed previously)
can be described as inquiry and analytic procedures. This is a critical point
because a review is described in
SSARS 1 as consisting primarily of
inquiries and analytic procedures.
Thus, it can be argued that the CPA's
responsibility for assessing the adequacy of the financial statement disclosure
for employee leasing arrangements is
very similar to the auditor's responsibility given the types of procedures
that are used in making that assessment. The applicable accounting and
auditing standards are summarized in
Table 1.

IMPLICATIONSFOR
REVIEWENGAGEMENTS

SOMEFINALCAVEATS

I

analysis, it would seem that companies
that enter into employee leasing
arrangements need to consider carefully the accounting and reporting implications of those arrangements. Even
when both the client and the leasing
company are performing in accordance
with the employee leasing arrangement, there still are likely to be disclosures that must be included in the
financial statements of the client company. The logical conclusion then is
that whether a CPA is auditing or
reviewing the financial statements of
such an entity, it is extremely important to understand the existence,
nature, and terms of employee leasing
arrangements if the CPA is to be able
to assess the adequacy of the financial
statement disclosures properly. ■

t is important that auditors carefully
consider the implications of employee
leasing contracts when evaluating the
client's financial statements. Additionally, the Audit Risk Alert suggests that
auditors use a disclosure checklist in
doing so. What are the implications for
CPAs who are performing a lower level
of service than an audit?
This matter is much more relevant
for the CPA who is called upon to
review financial statements than for
one who is compiling the financial
statements. In particular, reviewed
financial statements must include all
applicable disclosures just as would be
the case when financial statements are
audited. In accordance with the provisions of Statement on Standards for
Accounting and Review Services
( SSARS) 1, "Compilation and Review of
Financial Statements," compiled financial statements can be provided without financial statement disclosures.
But, of course, the CPA would have to
add an additional paragraph to the
compilation report indicating the omission of all disclosures.
Because reviewed financial statements contemplate full disclosures, the
CPA needs to take particular care to
consider the disclosure requirements
for the client company. In addition, the
AICPA Interpretations to the SSARS
indicate that the CPA may want to con-

B ased on the legal and accounting

Paul Munter, CPA, Ph.D, is a KPMG Peat
Marwick Professor of Accounting at the University of Miami, Coral Gables, Fla. He is a member of the Miami Chapter, through which this
article was submitted. He can be reached at
(305) 284 -2849.
Rent; Sacasas, J.D., is an associate professor of
business law at the University of Miami, Coral
Gables. He can be reached at (305) 284 -4481.
Larry DiMatteo, J.D., is an assistant professor
of business law at the University of Miami, Coral
Gables. He can be reached at (305) 2845060.
I

DiMetteo, Secases, and Munter, "Employee Leasing:
Is It'A Safe Harbor'?," The CPA Journal, September
1995.
2 See Steinberg and W eiss, "New Rules on Disclosure
of Certain Significant Risks and Uncertainties," The
CPA Journal, March 1995, for a more complete discussion of the provisions of SOP 946.

undreds of the world's leading
corporations are active
supporters of the Certified
Management Accountant(CMA)and
the new Certified in Financial
Management(CFM) Programs.
Corporations like Air Products,
Monsanto, and IBM have found in
CMA and CFM an objective,
comprehensive benchmark to assess
and certify the business skills of their
financial professionals.
And nearly 21,000 professionals
use the CMA and CFM Programs to
tell their management that they have
broad business skills —and are serious
about their careers. The rewards are

clear: salary surveys show that, over
the course of a career, a CMA will
earn nearly $500,000 more than a
non - certified professional.
The range of skill required for
success in today's corporate financial
world grows broader every day.
The CMA and CFM Programs
are the only broadly - recognized
certification of those skills.
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workshops.

Sponsored jointly by Sapling Corporation and
the Institute of Management Accountants, these workshops offer you and your team
state -of- the -art training in the most important business improvement methodologies
of today. Whether you're a project manager or a senior executive, you'll learn everything you need to know to get started with activity -based management, performance achievement, and the balanced scorecard.
WORKSHOPS FOR THE ENTIRE PROJECT TEAM.

The Model Approach`

To register,
call the IMA:

The role of activity -based management.
8 -step implementation methodology. Definition of project scope. Identification of
activities. Creation of schematics. Data collection. Model building. Result validation.
Using results for ABM, Beyond the pilot project. Application case study.
FOR PROJECT MANAGERS AND TEAM MEMBERS.

1 -800- 638 -4427

TWO -DAY WORKSHOP.

16 CPE CREDITS.

For more information,

The Scoring Approach-

call Sapling:

Principles of performance measurement.
Translating strategy into objectives. Performance measures. Critical processes,
success Factors, and process measures. Accountability. Using the Scorecard.
Implementation issues- Getting started. Application case study.
TWO -DAY WORKSHOP. 16 CPE CREDITS.
FOR PROJECT MANAGERS AND TEAM MEMBERS.

1-888-335-5053

Scorecard Executive Overview
Links between strategy, a balanced set of measures, and
accountability. Using existing information systems to create a unified scorecard.
Goal assessment. Creating a strategic information system that is as dynamic as
your organization. ONE -DAY WORKSHOP. 8 CPE CREDITS.
FOR SENIOR ExECUTivEs.
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lectronic commerce has changed
the way businesses operate. Just
as a -mail is replacing the memo,
electronic commerce is taking the
place of corporate procurement paperwork.
Over the past few years, businesses have
been putting catalogs, customer service,
product information, and order forms online in an effort to make their products and
services more accessible to the customer—
and their companies' operations more
profitable.
Now, it seems, these efforts are paying
off. After overcoming considerable initial
costs and inefficiencies during implementation, managers and clients are finally
reaping the benefits of electronic commerce— whetting everyone's appetite for
more.
Electronic commerce can be implemented in a variety of forms, but each
function has the same basic characteristics.
The foundation of all electronic commerce
is electronic data interchange (EDI). EDI is
a set of information that is exchanged via a
computerized network between companies
that are business partners — generally buyer
and seller. The main benefit of EDI is that
information from each of these companies
can be transferred in a standardized format
back and forth across the network —without requiring re -entry of the data by either
partner.
This type of electronic communication
has a number of applications. For example,
:38
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many companies are beginning to use EDI
for order fulfillment. Here's a typical scenario. First, the buying company will
implement a framework for generating
electronic purchase orders to each of its
vend ors. Then it will set up a m eans of
receiving invoices, shipping information,
and other order statistics electronically
from the vendors. The benefits of this system are obvious: hard dollar savings (no
paper!), improved accuracy, and quicker
delivery.
The next level of electronic commerce
is financial electronic data interchange
(FEDI). With this caliber of operation,
companies expand their EDI systems to
handle payables and receivables —a function long seen as "the closing of the EDI
loop." Essentially, FEDI replaces the check
and check stub sent to a vendor in payment
of open invoices for goods received_ It is
literally the electronic equivalent of the
check and includes a payment instruction
to the banking system to transfer funds
from the payer to the payee. An FEDI system also includes the payment addenda or
"electronic stub" listing all invoices paid
by this transaction. Conveniently, all of this
information is transmitted in a standardized
message that can be translated by the
affected banks and the payer.
Usually EDI is processed through partnering companies' dedicated value -added
networks (VANS), but FEDI often involves
more complex operations and thus

requires a broader network. Because the
process can include up to five organizations— including both trading partners, the
payer's bank, the payee's bank, and the
Federal Reserve Network —a different
system is needed. The most popular
method of processing FEDI uses a combination of standards designed by the International Standards Committee (ISC) X12
organization and the National Automated
Clearing House Association ( NACHA).
The specifications for the addenda format
are set by the ISC, and the payment
instruction standard is set by NACHA.
NACHA also provides companies with a
standardized, secure means of making
electronic payments —the banking system
in conjunction with the highly secure Federal Reserve Network. This ACH network
is the one that all banks have used to make
electronic payments for more than 20
years.
The main advantage of FEDI is that it
provides a company with all of the financial elements to pay other companies electronically. Of course, such a system eliminates the trappings —and expenses —of
paper -based payments. Thus, using FEDI
saves time and money for both the payer
and the payee. For a quick look at the way
corporate FEDI works, see Figure 1.
Many large corporations already have
begun to realize FEDI's value and have
jumped onto the FEDI bandwagon to maximize their spending capabilities. In fact,

—

-

BY PHILIP P. GRANNAN

axing or e -mai ing the addenda saves both time and money},

Sul�� -QD

compared With more invo ved alternatives such os

even smaller and mid -sized companies are
beginning to appreciate the necessity and
advantages of electronic commerce and are
moving toward the FEDI model.
As the business and financial worlds go
online, industry leaders face several choices. For example, which conduit is best for
EDI- related transactions, and which is best
for FEDI? Who are the players in this arena, and what do they want?Where does the
Internet fit in? These questions—and many
others—must be considered carefully by
each company in its particular context
before important choices can be made
regarding electronic commerce systems.
Let's review each issue in a general
context.
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ADVANTAGESOFUSING
THEACHNETWORK
:y Heb. um F 1

he ACH network offers the benefit of a
standardized regulated service for
financial institutions and companies looking to gain greater control and security
over their funds. Fundamentally, it allows
a firm to originate both payments and collections online conveniently and securely.
With the ACH network, a company not
only can instruct its bank to transfer money to another account (an ACH credit), but
it can, with the proper authorization, also
instruct the b ank to transfer funds from
another account to collect an open bill (an
ACH debit ). Thus, it eliminates the float
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Financial electronic data interchange eliminates the expenses of paper -based payments.
associated�with�checks�—as�the�electronic
credits and debits close instantaneously.
Furthermore, it abolishes the costs of
invoice and check preparation as well as
the paper storage and retrieval costs associated with routine billing and collecting by
paper transactions. In addition, the ACH
approach improves credit collection
through faster, automated returns. As a
fringe benefit, it also enhances a firm 's
ability to work with geographically dispersed suppliers and clients as well as its

own branch offices.
The ACH network is used most commonly for basic payments that do not
require complicated addenda, such as payroll direct deposit and such recurring collections as health club dues and insurance
premiums. The ACH network also can be
used to employ the ISC X12 standardized
format of remittance information, which is
beneficial for more complicated transactions. This format helps improve consistency and machine readability of remittance
NOVEMBER 1997
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data. Therefore, accurate reporting of payments can be obtained more easily and
quickly.

VALUE-ADDED
NETWORKSFOREDI
hile value -added networks (VANs)
traditionally have been used to transmit the EDI (addenda or remittance) portion of an electronic payment, they are not
used regularly to move electronic payment
files from a paying organization to a bank.
The reason is that banks make it relatively
easy to send them the payment file with a
simple, local phone call. Moving payments
through the banking system and addenda
information through VANs also raises the
issue of reconciliation —that is, matching
the addenda delivered via VAN to the payment delivered via the ACH network.
The advantage of VANs is that they are
very secure pipelines that channel information directly from one trading partner to
another, and they are customized to fit the
corporation's specific needs. VANs allow
companies to manage their entire EDI
operation themselves. They convert protocols and line speeds automatically, provide
an array of electronic mailboxes to help in
managing schedules and maintaining a separation between trading accounts, and can
send and receive data on a schedule that's
agreeable to all parties.

W

WHYNOTTHEINTERNET?
ith its growing popularity and pervasiveness, the Internet might seem
like the next logical conduit in electronic
data transmission. Research shows, however, that companies believe the Internet is
not as secure and as reliable as a private
network or the ACH n etwo rk. A recent
study by Cambridge, Mass. -based Forrester Research Inc. showed that more than
57% of Fortune 1,000 companies are looking hard at the Internet as a delivery vehicle, but only 7% are piloting Internet -based
EDI. Furthermore, none is moving FEDI
files over the Internet at present, with 68%
citing security as their main deterrent and
50% citing the Internet's unreliability.
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Therefore, especially for transferring larger
funds, most companies opt for the ACH
network because they are not willing to
compromise security and speed of service
for relatively small cost savings. Payments,
apparently, are too critical an application to
warrant such a risk.
Such prudence probably is justified
because, despite recent advancements in
security and encryption, the Internet simply cannot ensure the same kind of peace
of mind as VANs and the ACH network.
While EDI certainly is headed toward the

tages of electronic payments, FEDI transactions via VANS or the ACH network present several inherent addenda problems.
Due to the wide array of payment application software employed across different
companies, many corporate disbursement
systems are unable to produce a remittance
file that can be processed easily through
the banking system. Particularly for payments to individuals, even those systems
that can produce an ACH file still rely on a
piece of paper —the direct deposit advice —
to inform the payee of the details of the

Figure I BUSINESS TO BUSINESS
"Cnrnnrntr F F nI "

Internet, FEDI may never follow. Concerns
for security, including the availability of
audit trails, as well as limited financial
technology at local banks, have blocked
companies from employing the Internet for
FEDI. Many companies consider it an
unsecured, unreliable, cheap fix. The Web
may be fine for shopping around, but it's
the wrong conduit —at least at the
moment —to transfer delicate financial
information. Delays can occur, files can be
damaged in transit, or, worse, the information can get lost.

THE ADDENDACHALLENGE
traditional, paper -based transactions, a
emittance advice or "stub" always
accompanies payment. With each vendor
payment or paycheck, the payee receives a
separate printed confirmation as a record of
the transaction. Therefore, whatever the situation, the addenda remittance information
ensures reconciliation of the transaction
and its amount.
Conversely, despite the many advan-

D

payment. Thus, the intrinsic benefit of
electronic processing is negated. Even with
payments to businesses, only a few systems
can produce the electronic addenda
record —and the ISC X12 format by itself
is unusable in the ACH network. Furthermore, even if the paying company can create a NACHA file, most smaller banks and
credit unions are unable to capture the EDI
addenda information and move it to the
payee.
Then, of course, there is the problem of
translating the EDI addenda information so
it can be applied to the accounts receivable
system. Some companies have resorted to
printing out the EDI addenda or getting a
fax of it from their bank and keying it manually into the A/R system. Obviously,
though, for FEDI to prove truly useful, the
payer, the payee, and the payee's bank
must all be FEDI- capable.
If a company chooses to use the ACH
network for the payment and a VAN for the
addenda information, coordinating the payment with its addenda through two different networks can become a significant
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challenge. Addenda information does not
always arrive at the same time the electronic payment hits the account. Plus, the payer still has to verify that the payment actually has settled and incorporate a record of
it into the addenda. Thus, the issue
becomes how to keep the addenda information attached to the payment information
when using both VANS and the ACH.

THE"ERADS"SOLUTION
he answer for many businesses is simple: an Electronic Remittance Advice
Delivery System (ERADS). This innovative approach combines basic electronic
payments via the ACH network with a corresponding fax and e-mail remittance
delivery system. All banks can receive and
process these basic formats because they
do not include the more function-specific
ISC X12 addenda. Then the remittance
advice either is faxed or e- mailed to the
payee according to the corporation's
preference. See Figure 2 for an overview of
the ERADS architecture.
One of the key advantages of this
process is that it can be used for payments
to both businesses and individuals, as most
individuals—especially employees —are
fax- and e-mail - capable. What's more, faxing the addenda saves both time and money compared with more involved alternatives such as using a VAN, full FEDI, or a
mailed check and stub. In addition, far less
printing and processing are required for a
faxed or e-mailed reply than for a paper
remittance, and no costly postage and handling are necessary.
As companies continue to put their

T

operating systems online, sending the
addenda via fax or e-mail may be the alternative that combines FEDI and the Internet
best in the 21st Century. This benefit is
apparent because payment information is
sent through the secured ACH network,
and the addenda advice automatically is
channeled through the company's intranet
or the Internet. Furthermore, no printing or
processing is required; in fact, e- mailing
the stub is virtually free. Best of all, the
payee receives confirmation of payment as
soon as it comes through, and he or she can
choose to print, save, or trash the
information.

THE BRITISH ARECOMING
he ERADS technology is hard at work
in Europe and is highly successful in
both the banking and corporate arenas. As
of January 1997, 50 % of business-to -business payments were made electronically
utilizing the British version of basic ACH.
In fact, a number of U.K. companies actu-
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1 -800- 272 -PASS, Ed. 2229

MicroMash.
*Certain mtrictions apply. Call for complete details.

ally have gone completely electronic in
payments by employing fax technology for
remittances. The trick: To combat problems associated with FEDI, many British
companies use a software package that
interfaces easily with a simple fax
machine. The program sends out addenda
information directly via fax while the payment is transmitted electronically via the
banking network.
Thus, a company can send many faxes
each night, at a discounted telephone rate,
without the time - consuming hassle of
stuffing, sorting, and bursting. Adaptable to
any PC, ERADS has proven successful
overseas and offers American businesses
an attractive alternative to electronic
addenda transmission.

THENEXTSTEP
s we enter the 21 st Century, savvy
companies of all sizes must stand prepared for the burgeoning world of electronic commerce. It already plays an active part
in most financial institutions' systems and
is used by America's largest corporate
players. In fact, now this technology is filtering down to smaller and mid -sized companies, who are beginning to realize the
benefits and convenience that an electronic
network can offer for financial interchange.
In going to electronic processing, the
best system is a combination of the secure,
reliable ACH network for the transmittal of
payments to both businesses and individuals and an accompanying e- mail/fax addenda application.
Closing the EDI loop is no longer a
vague hope. It can be a reality —using
existing technology. Furthermore, FEDI is
a system that companies soon will be compelled to employ if they want to stay competitive in our increasingly electronic
environment. ■
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f:inci ncia
s paying vendor invoices bogging
your company down? Many companies already are using electronic data
interchange (EDI) to process their
bills but find they haven't reduced paperwork that much. A new transaction system,
financial electronic data interchange
(FEDI), may help solve this problem.
Essentially, FEDI is the electronic
exchange of payments and remittance
information between tradin
We describe here some of f
common ways that FEDI
tems are implemented an
the roles that various third party service providers
play. To make the discussion of FEDI architectures
easier to follow, let's
approach the topic from the
perspective of a buyer
who already has an existing EDI procurement
application and wants to
extend that system tc
include the electronic pa
ment of vendor invoices.

BEYONDEFT
r E D I systems involve
L more than just the electronic funds transfers (EFT:
that banks have been doing
years. The difference is that very little
remittance information is transmitted with
traditional EFTS, thus restricting their usefulness for settling corporate trade
42
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_DJ
accounts. On the other hand, in FEDI
applications the system not only authorizes
the bank to move funds from the buyer's
bank account to the seller's bank account,
but it also transmits the remittance data
electronically to the seller. FEDI applications are designed to operate with various
combinations of entities such as traditional
banks, EDI- capable banks, value -added
banks, traditional value -added net Ks), financial VANS,
ernet.
basis for FEDI is
le: All funds transmust be made
Hugh the banking sys. Therefore, FEDI
tems always involve
least one bank, and,
=rally, they include
+o—one for each
[ding partner. Most
iks are able to trans funds electronically
n Automated Clearg House (ACH) format (see glossary).
Not all banks can
send and receive
electronic
messages in an EDI for at, however. Thus,
provisions must be
ommodate situations
where one or both banks are not
EDI- capable. Let's look first at a very limited FEDI system where neither the buyer's nor the seller's bank is EDI- capable.

Then let's examine a typical FEDI architecture in which the buyer's bank is EDI capable but the seller's bank is not. Finally, let's look at what happens when both
the buyer's and seller's banks are EDI capable.

A BAREBONES FEDISYSTEM

E

ven when neither the buyer's nor the

seller's ba nk is EDI - c apa ble , the buye r s ti ll ha s s e ve r a l opt ions t o ma ke pa yme nts e le c tronica lly. Figure 1 illustra tes

the electronic options in addition to the
traditional type of payment.
Let's assume the buyer already has an
EDI procurement application but wants to
be able to pay vendor invoices electronically by transmitting payment instructions
electronically to the bank. In such a case, a
financial value -added network (FVAN)
must serve as an intermediary. Here's how
the system works. The buyer sends the
payment and remittance advice to the
FVAN, which converts the payment information into an ACH format before transmitting it to the buyer's non -EDI- capable
bank for a traditional electronic funds
transfer (an ACH credit). Simultaneously,
the EVAN also forwards the remittance
information to the seller in an EDI format.
Obviously, then, the advantage for the
buyer is the ability to send both the remittance data and the payment information
electronically to one service provider. Furthermore, this capability allows the buyer
to integrate the payment process with the
EDI procurement applications. For exam-

BY ANN B. PUSHKIN, CPA, AND BONNIE W. MORRIS, CPA

Neva electronic data interchange systems are streamlining the
invoice- cloggeJ corporate payment process.

ple, the receipt of an EDI invoice for goods
received, or another standard EDI document, could trigger the transmission of the
payment and remittance information auto-

matically, speeding up the whole procurement process.
For the seller, however, this type of system has a major disadvantage. Because the

remittance information is sent separately
from the funds, the seller must reconcile
the receipt of an EFT notice from its bank
with remittance data received separately

Figure I. BUYER'S BANK NOT EDI- CAPABLE
"Data- separate- from - dollars design"
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from the buyer. Therefore, the buyer must
ensure that the remittance data and payment information share a common authorization or reference number for reconciliation purposes.
When the buyer's bank is not EDI capable and the buyer does not use an
FVAN, the buyer won't be able to implement an FEDI application. In this circumstance, the buyer is limited to sending the
remittance advice electronically to the
seller in an EDI format through a regular
value -added network (VAN) or through the
Internet. And because regular VANS and
Internet service providers do not convert
payment information into an ACH format,
the buyer must communicate the EFT payment information to the bank on paper via
the postal system or by fax.

IFTHEBUYER'SBANK
IS EDI-CAPABLE
f the buyer's bank is EDI - capable, the
buyer can transmit the payment information directly to the bank in an EDI- formatted message. The EDI - capable bank then
will be able to convert the EDI payment

I

information into an ACH format that can
be used to make the actual transfer of
funds.
Some EDI- capable banks also provide
VAN services in addition to regular banking services. That is, the EDI - capable
bank, upon receiving nonfinancial electronic documents such as electronic purchase orders in an EDI format from the
buyer, forwards the information electronically to the vendor. Such banks are called
value -added banks (VABs).
Figure 2 shows possible FEDI architectures in circumstances in which the buyer's bank is EDI- capable but the seller's
bank is not. In such situations, the buyer's
FEDI application must process the payment portion of the transaction separately
from the remittance data for the seller —a
"data- separate- from - dollars" design. The
buyer, however, may transmit both the
remittance data and the payment information electronically in EDI format to an
EDI - capable bank that operates as a VAB.
In such a case, the VAS can send the
remittance data to the seller in an EDI format and then have the seller's bank process
the payment portion of the transaction as

ACH: The Automated Clearing House is one of the primary

electronic funds transfer systems. It is operated by the
Federal Reserve under rules and standards set by the
National Automated Clearing House Association
(NACHA). Eighty -five percent of U.S. banks participate.
CTX: A Corporate Trade Exchange is an electronic package
that contains both the payment information in an ACH
format and the remittance data in a standard EDI format. A CTX envelope is transmitted between EDI - capable
banks through the ACH system.
EDI-capable banks: EDI - capable banks have the ability to
send and receive payment information and remittance
data electronically in EDI formats. EDI- capable banks
also have the ability to convert payment information
from an EDI format into on ACH format.
EFT: Electronic funds transfer is the movement of funds from
one entity's bank account to another's. All EFTSmustbe
processed through a bank. Most domestic EFTS are
processed through the ACH system.
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either a traditional electronic funds transfer (an ACH credit) or as an ACH debit.
Although banks have been transmitting
ACH debits for years to collect such contractual obligations as insurance premiums, the use of ACH debits in FEDI architectures is relatively new. The ACH debit
architecture requires the VAB to transmit
the remittance data along with a debit
authorization to the seller. The seller then
notifies its own bank to process an ACH
debit with the authorization number
against the buyer's bank. Finally, the buyer's bank posts the ACH debit if the authorization number from the seller's bank
matches the authorization number from
the buyer.
There are several advantages of the
ACH debit architecture. First, the buyer
does not need information about the seller's bank. Second, the majority of banks in
the United States have the ability to generate ACH debits. And, finally, the seller
does not have to sustain the cost of reconciling the remittance data to the payment
information. The buyer controls cash by
releasing information to its bank.
The FEDI architecture in Figure 2

FVAN: Financial value -added networks provide the some services as VANS but have the additional ability to convert
payment information from an EDI format into an ACH
format and then transmit the payment information electronically to a bank.
NACHA: The National Automated Clearing House Association
is a private banking trade association.
VABs: Value -added banks are EDI - capable and additionally
provide VAN services for nonfinancial transactions such
as the electronic transmission of purchase orders and
advance shipping notices. VABs also provide other cash
management and consulting services.
VANS: Value -added networks provide trading partners with
telecommunication links and services such as e-mail, EDI
message translation, and message encryption and
decryption.

Figure 2. BUYER'S BANK IS EDI- CAPABLE
"Data- separate- from - dollars design"
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assumes the buyer will send both the
remittance data and payment information
to one service provider. The following scenario assumes the service provider is a
financial value -added network (FVAN).
When the buyer elects to use an FVAN
as the only service provider, the FVAN
sends the remittance data electronically to
the seller in a stan dard EDI format and
then transmits the payment information
electronically to the buyer's bank. The
advantage of using an FVAN when the
buyer's bank is EDI - capable is the ability
to send the payment information to the
buyer's bank in either an ACH format or an
EDI format. The payment may be
processed by the buyer's bank as an ACH
credit or ACH debit from the seller's bank,
as discussed previously.
If the buyer chooses to use a VAN or
the Internet rather than an FVAN (see

Figure 2), the payment information must
be transmitted to the buyer's bank in an
EDI format. In all other respects, though,
the FEDI architecture would be the same
for VANS. FVANs, or the Internet when
the seller's bank lacks EDI capabilities.
As stated above, the FEDI architectures
depicted in Figure 2 assume that the buyer
is transmitting the remittance data and
payment information electronically to only
one service provider, say, a VAB. The buyer, however, may elect to split the transaction and use two service providers. In such
a case, the remittance data would be sent
to the seller via an FVAN, a VAN, or the
Internet, and only the payment information
would be transmitted directly to the VAB.
The FEDI systems described in Figures
I and 2 are limited because the seller's
bank is not EDI- capable. To realize the full
benefits of FEDI systems, both banks must

be EDI- capable. Let us now examine such
a scenario.

IFBOTH BANKS
AREEDI- CAPABLE
hen both banks are EDI - capable, the
buyer still has the advantage of
being able to communicate electronically
with a single service provider. The buyer
begins by transmitting the remittance data
and payment information to an EDI -capable bank. The buyer's bank then may send
a Corporate Trade Exchange (CTX) envelope through the banking system to the
seller's bank (see Figure 3). A CTX envelope is structured to allow the remittance
data to remain in an EDI format while the
payment information is converted and
transmitted in an ACH format— "datawith- dollars" FEDI design. Upon receipt

W
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Figure 3. BUYER'S AND SELLER'S BANKS BOTH ED[-CAPABLE
"Data- with - dollars- design"

o. Buyer's bank sends

Payment information
and rem ittance data

CTX package.

P Seller's bank notifies

seller electronically.

transmitted electronically.
CTX = Corporate Trade Exchange.

of the CTX envelope, the seller's bank will
credit the seller's bank account and transmit the remittance data and payment information to the seller in an EDI format. The
ability of the seller's bank to communicate
with the seller electronically is a significant step in achievin g the benefits of an
FEDI system.
When using the CTX package, the seller will not have to reconcile the payment
information to the remittance data.
Because it is not necessary to send a separate transmission of remittance data to the
seller, the buyer may use the CTX package
even though the bank is not operating as a
VAB. In concept, the CTX process is not
substantially different from the traditional
lockbox system in which banks accept and
process paper checks and remittance
advice for vendors. The difference with
the CTX package is that the receipt and
notification functions are performed
electronically.

crying vendors is the most complicated
part of the procurement process to do
electronically because it involves the
banking system. Nonetheless, when FEDI
is integrated correctly into existing electronic data interchange and electronic
commerce applications, it has the potential
to reduce significantly both the flow of
paper and the labor costs associated with
processing payments. Consequently, as the
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move to electronic commerce accelerates.
it becomes increasingly important for all
accountants, whether in government, public practice, or corporate accounting positions, to be familiar with this technology.
Also on the immediate horizon, the
Internet is expected to be an important
player in the future of electronic commerce although its primary current application is to transmit electronic messages
between trading partners. In recognition of
the Internet's anticipated role in the future
of electronic payment systems, NACHA
recently formed the Internet Council to
explore use of the Internet in electronic
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commerce and to address the related security and control issues. In addition,
NACHA recently has begun to allow use
of electronic authorization for ACH debits.
This change in the banking process provides an infrastructure favorable to the
implementation of FEDI systems. We can
expect value -added banks to expand their
services by offering their customers the
opportunity to completely outsource all
cash receipts and disbursements functions.
FEDI applications may be structured in
many different ways, so it's important to
understand the different levels of service
offered by various third -party providers.
The type of FEDI architecture that should
be employed depends on the number of
trading partners using FEDI and the capabilities of the banks. Organizations that are
pressured to adopt multiple FEDI architectures to accommodate the demands of
more powerful trading partners may find
that VABs and EDI- capable banks can provide the most flexible solutions. Knowledge about possible FEDI architectures
may help you and your company make the
right choices in optimizing the benefits of
FEDI systems. ■
Ann B. Pushkin, CPA, and Bonnie W.
Morris, CPA, are professors in the Department
of Accounting, College of Business and Economics, West Virginia University, Morgantown, W.Va.
Dr. Ann B. Pushkin can be reached at (304)
293 -7845; email: apushkinCahvvu.edu.
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BY NICK FERA

reating shareholder wealth or value has become the
mantra for most corporate boards, especially in the
United States. Yet as recently as the mid -1980s, the idea
of "shareholder value" or "shareholder wealth" was not
an overwhelmingly accepted principle. But as academics began to
teach the principle in business schools around the world, such noted authorities as Professor Alfred Rappaport of Northwestern University's J.L. Kellogg Graduate School
of Management, author of Creating
Shareholder Value, I began to apply it to
corporate mergers and acquisitions in
the 198Os. Shareholder value, or free
cash flow analysis, became the measurement standard for the 1980s and
into the 1990s. Given today 's increased
demand for international capital
returns, as well as the proliferation of
private baby boomer pension funds in
the United States, investors have
imposed new stringency in their vigil
against corporate wealth destruction.
Even the brightest stars are not immune
to the pressure of pension funds or Wall
Street. Witness the pressure that
CALPERS (the state of California's
teachers' retirement funds) placed on
Michael Eisner at Walt Disney Co.
despite Eisner's laudable success in

increasing Disney 's market value from $5 billion to more than $42
billion during his first 10 years in office. During a 10 -year period
from January 1986 to December 1996, Disney 's stock price grew at
a cumulative annual growth rate of more than 21%, while the S &P
500 index has returned approximately 15%. Historical performances are not always enough; investors continue to ask for more.
Measuring performance no longer can be left to the traditional
accounting department 's calculations of
earnings per share (EPS) or return on equity (ROE), as these accrual-based accounting measures aren ' t always useful indicators of future growth or performance. Thus,
it is necessary to understand and adopt
measurement techniques that will help
make decisions while driving increasing
profitability. One of the economic measurement techniques that can be used is free
cash flow analysis or Shareholder Value
Analysis (SVA).

SHAREHOLDERVALUEANALYSIS
ecause managers began to realize that
businesses needed a more realistic
means of assessing their value than accrual based accounting standards offered, such
respected academics as Professor Rappaport sought to develop sophisticated eco-
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Figure I. FACTORS IN SHAREHOLDER VALUE
Cash flow

Cash flow
over time
(21

Figure2.CORPORATE AND SHAREHOLDER VALUE

Risk
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Value

nomic models for strategic evaluation. As a result, shareholder value analysis was conceived. SVA works by explicitly measuring the
economic impact of each strategy on the value of a business. Any
strategic decision, regardless of whether it involves internal or
external investment, should be evaluated. Examples of such strategic decision - making situations include mergers and acquisitions,
joint ventures, divestitures, new product development (R &D), and
capital expenditures (major plant and equipment investments).
The actual measurement of shareholder value combines three
main factors: 1) cash flow, 2) cash as measured over a given period
of time (value growth duration), and 3) risk, otherwise known as the
cost of capital. (See Figure 1.) With a basic understanding of these
three components, you are well on your way to valuing a business
or entity. Next, let's discuss the difference between corporate value
and shareholder value.

CREATINGVALUE
orporate value is equal to the net present value of all future
cash flows to all investor types, including both debt and equity holders. Shareholder value is the corporate value minus all future
claims to cash flow (debt) before equity holders are paid. Future
claims typically include both short- and long -term debt, capital
lease obligations, underfunded pensions, and other claims such as
contingent liabilities — lawsuits brought against the company. (See
Figure 2.) Another way to define shareholder value is to say that it
is equal to the net funds a company generates that shareholders
could receive in the form of a cash distribution, such as a dividend.
Be careful not to confuse this figure with the actual dividend a
company pays. A company's dividend policy has little or nothing to
do with the actual cash the company generates. Look at the high
growth of businesses such as computer software or biotechnology.
Few pay dividends because they have strategic opportunities to
reinvest cash flows and earn the higher returns investors desire.
Generally, it's easy to determine th e market value of future
obligations or debt. In most cases, it's the accumulation of several
debt instruments. To obtain the market value of these financial
instruments, use the yield to maturity to calculate the market value
of each debt instrument. Avoid adding theface value of each debt

C
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or bond issue. The question to ask is, "If this obligation were to be
paid in full today, how much would the lender need to retire it ?"

MEASURING CASHFLOW
fter determining corporate and shareholder value, the next step
is to measure cash flow. The most tangible measurement of
cash flow (also referred to as operating cash flow or free cash flow)
can be calculated as shown in Table 1.
Notice that the calculation focuses on the relationship between
operating cash income and expenses, specifically by using operating cash taxes rather than the provision for income taxes. It
accounts for the investments made on the balance sheet. Many
companies measure cash flow by looking at net operating profit
after taxes (NOPAT), but it tells only part of the story. Investments
to grow the business, either by expansion of the plant and facilities
or with working capital policies such as extending the receivable
period from net 30 to net 60 days, have a significant impact on the
capital employed. Remember: Shareholders are looking for returns
on their capital invested in business growth, which requires well planned capital expenditures. Failure to account for the investment
makes for a crucial mistake in the evaluation of strategic
alternatives.

A

CALCULATINGCASHFLOWS
he calculation of cash flow illustrates a high level of performance in an organization and produces a result that approximates the net cash of a company. In effect, these funds are a potential dividend to shareholders because they reflect optimal use of
shareholder monies for ongoing growth. That is why dividend policy and free cash flow are not synonymous. Few companies base
their dividend payout on net cash flow, while others are justified in
generating free cash flow, without paying dividends.
To forecast cash flow, most companies require a more detailed
formula, as presented in Table 1. In most cases, sales growth tells
very little about actual sales activity, so companies use metrics such
as price, volume, GNP, and other micro or macroeconomic factors
to forecast revenues and costs more realistically. This calculation

T

Table I. MEASURING CASH FLOW

Less

Formula

Example Value Drivers

Sales
Operating expenses

$1,000
-$ 600

Add
Less
Less

400

$

100

-

Cash taxes

$

Less

Equals Net operating profit after taxes (NOPAT)

$

Equals Pre -tax profit

Sales growth (Sg)
Margin (P)

Tax rate (T)

300

Depreciation expense
S 75
Fixed capital investment
- $ 125
Incremental working capital investment -$ 50
Equals Operating cash flow (free cash flow)
$ 250

Fixed capital investment (F)
Working capital investment (W)

usually is conducted at a strategic business unit level and then consolidated for corporate purposes. The key is to plan accurately at
the appropriate level of business activity (business unit, value
chain, or some other distinction).
Sales or market growth estimations can be achieved many different ways. Predicting price and volume, for instance, provides for
a more manageable metric that can be evaluated readily and used
later for compensation purposes. In other words, sales growth is a
"value driver." But what drives the value drivers? Herein typically
lies the metric operational professionals can get their hands on.
Planning and forecasting can become a real operating activity
rather than a boardroom exercise.

ue growth duration.2 He suggests gathering forecasting information
on a particular company as well as identifying competitors. He also
advises managers to employ the researched information and forecast the cash flows, as discussed previously. But rather than changing any value driver assumptions, change only the length of the
forecast until the present value of the cash flows less debt equals
the market value of your company. Surprisingly, most companies in
a given industry tend to fall within a certain range; thus, the market
is suggesting an implied value growth duration. These "market signals" are helpful for starting an internal analysis and discussion.

CASHFLOWOVER TIME

nce you have determined the value growth duration, you must
address the value of the cash flows beyond the current period.
This determination is called the terminal or residual value. Assume
that, after the forecast period, new investments (fixed and working
capital) will yield returns equal to the cost of capital. In other
words, the internal rate of return is equal to the weighted average
cost of capital. Therefore, the net present value of cash flows from
new or incremental investments beyond the value growth duration
will be equal to zero. The only cash flow left to value in the residual period is the preinvestment cash flow, or NOPAT (see Table 1).
Note that depreciation is not included because it is viewed as a
proxy for reinvestment. Given that the cash flows are valued infinitely, the business probably would not continue to generate the
same level of cash flow if the plant, equipment, or other physical
assets were allowed to deteriorate fully. In fact, some companies
recognize a higher level of "maintenance" spending and will adjust
the cash flow in the residual period to reflect higher replacement
costs.

nce cash flow has been defined, the next step is to determine
the length of the forecast period. The definition of cash flow
over time or value growth duration is the length of time expected
for a company to invest in opportunities that will yield internal rates
of return (IRR) above their weighted average cost of capital
(WACC). This premise is the core of value creation— performing
above expectations for a sustainable period of time.
Management usually plans for cycles of three to five years. If
this is the case and if the cash flows are discounted over a period of
time, the valuation probably will be inaccurate as it does not allow
for fluctuations in cash flow throughout the requisite growth period. To determine the appropriate length of the forecast period (or
the value growth duration), consider several factors.
One is Michael Porter's work on the competitive structure and
five forces of industries (see Figure 3). Porter says that management's responsibility is to map the company and its competition
according to several factors. Some areas to consider are distribution
channels, established brand names, and research and development.
Take the pharmaceutical industry, for instance. It has a relatively
long value growth duration because of patented products, proven
processes, and research and development investment that raise the
barriers of entry.
Also, read Alfred Rappaport's discussion of the use of public
information to assess the market's expectation for a company's val-

RESIDUALVALUE

TERMINALVALUE
I this point, it is necessary to discuss some assumptions of terminal value. The net present value of the residual cash flows
is equal to an infinite stream of cash flow (as measured by NOPAT)
discounted back at the WACC. Mathematically, this is NOPAT at
the end of the value growth duration divided by the WACC. Once
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this calculation is complete, it is necessary to discount the value
back to the current period. The formula is presented in Table 2
(assuming a five -year value growth duration and 12% WACC,

Figure 3. FORCES DRIVING
INDUSTRY COMPETITION

DEFINING RISK

T
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Michael Porter, Compeove Strategy, New York, The Free Press, 1980, pA

the forecasting of expected returns.
Putting all the components of the cost of equity equation together yields the following formula:
Cost of Equity =Risk -free rate +Beta* (Market Risk Premium)
or, Ke = Rf + R * (MRP)
Once you have calculated the cost of equity and the cost of debt,
you may use the WACC approach to combine both costs (debt and
equity). In calculating the WACC, use the market values of debt and
equity, not the book values, because the market costs of each source
of financing are being measured. The equation is as follows:

WACC (Kj _ % of Debt * [Cost of Debt (KA +
% of Equity * [Cost of Equity (Ke)]

Table 2. SHAREHOLDER VALUE ANALYSIS:
AN EXAMPLE
Terminal
Forecasted cash flows
Year 1 Year 2 Year 3 Year 4 Year 5 CF(NOPAT)
$1I0 $15 $17
$23 $25 $30
NPVCF 61.79
NPVRV $141.86
$203.65

J
Discounted to
current period

TotalNPV CF
$203.65
Add
Marketable securities
25.00
$228.65
Equals Corporate value
Less
MV debt
15.00
$213.65
Shareholder Value
$

he market risk premium is calculated and published by sources
such as Ibbotson Associates in its annual SBBI (Stocks, Bonds,
Bills and Inflation). Historically, the premium for holding a portfolio of equities, as opposed to investing in a risk -free instrument, is
between 6% and 7 %, depending on whether you use the arithmetic
or geometric average.
Beta is a measure of the relative riskiness of an individual company or portfolio as compared with the market. Thus a beta of 1.0
correlates exactly with market returns. Beta is measured by comparing the returns of an individual security or portfolio with those
of the market. Sources of beta estimates include Merrill Lynch,
ValueLine, and Alcar.
There is another way to measure the MRP that is consistent with
a forecasting approach. This tack uses estimates of the expected
return on the market for the next year. Each month Merrill Lynch
publishes a 12 -month expected return on the market (S &P 500).
Using this forecast, you can determine the expected MRP by subtracting the current risk -free rate, as measured by 30 -year treasuries, from the current forecast of market returns. As of October 1,
1997, Merrill Lynch's forecast of market returns was 10.9 %, while
the risk -free rate is currently 6,38%. As a result, the expected market risk premium is 4.52%. Some companies prefer to use the exante approach because it matches the forecasting of cash flows with

T

Industry
competitors /
rivalry

Substitutes

$

MARKETRISKPREMIUM

Suppliers

$

he last component of determin ing the value o f an entity is
deciding on the overall risk. The risk of a company usually is
measured with WACC. The approach assumes there is some mixture of debt and equity that is financing the company. The cost of
debt is measured as the after -tax cost, that is, the cost accounting
for the tax deductibility of interest payments. The marginal cost of
debt is not necessarily the average coupon rate on various debt
instruments. Instead, it is the rate for which banks will lend the
company an incremental dollar.
The cost of equity is somewhat more complex. If companies use
the Capital Asset Pricing Model approach developed by economists
Sharpe, Lintner, and Treynor in the mid- 1960s, the cost of equity
has two basic components: a risk -free return required by investors
and a premium for investing in equities that are of higher risk. The
risk -free rate is the treasury rate on 30 -year U.S. government
bonds. This standard generally is used because these bonds typically are seen as delivering the most risk -free, long -term returns
investors can earn. The second component is the premium for
investing in something that is of higher risk than the U.S. government. This element is called the market risk premium (MRP). The
MRP has two components —the MRP itself and a multiplier, called
beta, for investments that are more or less risky than the market
portfolio.

Potential
entrants

$250
(Future value)

Let's look at an example involving a manufacturing company
using risk estimation:

Measurement Methodologies:
Economic Principles
Shareholder Value Analysis
(SVA) —also known as Discounted Cash Flow
analysis (DCF) or Net Present Value (NPV)
• Evaluates cash inflows to cash outflows on a riskadjusted basis
• Most widely accepted approach to business
evaluation
Economic Value Analysis (EVA)
• Primarily used as a performance measurement
tool to calculate period -by- period performance
• Helps an organization to focus on value creation
or increased cash flow
• Measuring the change in EVA also may be an effective financial measurement tool
Cash Flow Return on Investment (CFROh
• Derived from market data to determine cash flow
growth and the overall discount rate
• Helps an organization to focus on value creation
or increased cash flow
• Seen as a complex financial measurement device
2. Accounting Principles
Return on Capital (ROC)
Return on Invested Capital (ROIC)
Return on Equity (ROE)
Earnings per Share (EPS)

=
_

12.7
.07 +.9J.05)
.085 (1 -.28)
(250/800) .0612

+

*

_

"

=
=
=

MRP
Ke
Kd
WACC

=

A U.S. manufacturing company is publicly traded and has a
market capitalization of $550 million. Its outstanding debt
totals $250 million at a marginal borrowing rate of 8.5%
(assume this is the market value of debt and includes all
obligations of the company). The current risk -free rate is 7 %,
the expected return on the market is 12 %, the beta of this
company has been published as .90, and its marginal tax rate
is 28%. What is the weighted average cost of capital
(WACC)?
5%
11.5%
6.12% (after tax)
(550/800) * .115 = 9.8%

FROM THEBOARDROOM TOTHESHOPFLOOR
nce you have established the methodology, take it out of the
boardroom (as a planning exercise), and implement it at all
levels, including the shop floor (or any manufacturing or operating activity). The importance of moving the analysis out of the
boardroom and into regular practice is that managers and shareholders will have the same economic interests. If managers are
compensated on accrual -based accounting measures, they may
optimize their own interest when there is a conflict between cash
flow and accrual accounting. But if you align the interest and performance measurement of all managers to be the same, both are
optimized.
Moving the methodology to the shop floor may pose a challenge. Not only is it more difficult to identify key value drivers on
the shop floor (such as production yield, waste, inventory management), but there also is an important educational component. Not
all managers have been introduced to the concepts and methodologies of financial metrics. Many still are entrenched with the simpler
accrual -based accounting measures. Yet once key drivers are identified and their relative impact on value is measured, managers
relate to the results.

ONGOING MAINTENANCE AND
PERFORMANCEMEASUREMENT
nce the methodology is in place, the final challenge is to put
it into practice every year. What adds to the complexity of the
implementation is the ability to monitor performance in a timely
manner due to the multitude of manual and multiple systems currently in place to d o the job. Many comp anies implement and
attempt to monitor their performance with the use of disconnected spreadsheet technology. Beyond all the difficulties of performing rigorous economic analysis in a spreadsheet (with factual
integrity and documentation leading the pack), the use of spreadsheets can create pockets of information that are disjointed from
the rest of the organization. These pockets of information make it

difficult to monitor performance, test new scenarios regularly, and
make new, informed decisions on a timely basis.
Fortunately, the recent development of new technologies that
interface seemlessly with each other is making it easier to gather
data quickly and spend the majority of analytical time on planning,
testing, and choosing new strategic alternatives. Thus, the planning
process is changing from an annual event generally found on the
bookshelf to a regularly used strategic exercise that becomes a living document, enabling companies to manage their business by
making value -based strategic choices in our ever - evolving
environment. ■
Nic k Fera is president of The Alcar Group, Inc., an international leader
of enterprise wide strategic planning software solutions whose software

supports all financial measurement methodologies. He can be reached by
phone at(847) 663.6900 or e-mail at nfera@alcannet.
1
2

Alfred Rappaport, Creating Shareholder Value: The New Standard for Business
Performance, New York: The Free Press, 1986.
Alfred Rappaport, "Stock Market Signals to Managers," Harvard Business Review,
November - December 1987, pp. 57 -62.
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e.g., a cut -off rate to create value.
In formula form,
x

)

capital;

c*

EVA = ( r -

x

where r = rate of return; and
c* = cost of capital, or the weighted average cost of capital
Then, EVA= ( r capital ) - ( c* capital );
x

EVA=NOPAT-c* capital; and
EVA = operating profits - a capital charge
x

conomic Value Added, or EVA, is a measure of financial
performance that combines the familiar concept of residual income with principles of modern corporate finance—
specifically, that all capital has a cost and that earning
more than the cost ofcapital creates value for shareholders. EVA is
after -tax net operating profit —NOPAT —minus a capital charge. If a
company's return on capital exceeds its cost of capital, it is creating
true value for the shareholder. Companies consistently generating
high EVAs are top performers that are valued highly by
shareholders.
Both EVA and MVA (Market Value Added) have been highly
publicized in leading business magazines, but the focus usually is on
what EVA and MVA are and how they are used externally to rank
companies. Little detail is given on how the numbers in an EVA calculation actually are determined —which we propose to do here.
Further, we demonstrate that these techniques have utility within a
company in managing a company's operations, in guiding its strategy, and in providing incentives to its employees.
Key components of EVA are NOPAT and the capital charge —the
amount of capital times the cost of capital. NOPAT is profits derived
from a company's operations after taxes but before financing costs
and noncash- bookkeeping entries. It is the total pool of profits available to provide a cash return to those who provided capital to the
firm. Capital is the amount of cash invested in the business, net of
depreciation. It can be calculated as the sum of interest - bearing debt
and equity or as the sum of net assets less noninterest - bearing current liabilities.'
The capital charge is the cash flow required to compensate
investors for the riskiness of the business given the amount of capital invested. Reducing the amount of working capital or fixed assets
required to run the business while holding profits steady increases
EVA.
The cost of cap ital is the min imum rate of return on capital
required to compensate debt and equity investors for bearing risk,

Another perspective on EVA can be gained by looking at a firm's
RONA —Return on Net Assets. For a firm, RONA is a ratio that is
calculated by dividing its NOPAT by the amount of capital it
employs (BONA = NOPAT / Capital) after making the necessary adjustments of the data reported by a conventional financial accounting system.
A convenient formulation of EVA is obtained by multiplying the
total amount of net assets tied up by the spread between RONA and
a threshold or minimum rate of return such as the cost of capital.
Thus:

EVA= net investments * (RONA- required minimum return)
If RONAisabove the threshold rate, EVA is positive.
Gains in shareholder wealth are driven by gains in EVA. The
market price of a stock incorporates the current level of EVA and the
expectation of future EVA. To increase the stock price, management
must increase the current level of EVA and change the market's
expectations ofgrowth in future EVA.
In summary, EVA is really just another definition of earnings —
sales less operating expenses —with one more item subtracted, a
charge for the use ofthe capital involved_ It is true economic profit
consisting of all costs including the cost of capital.

BY PAUL A. DIERKS, CPA, AND AJAY PATEL
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can be used to manage your company better.

WHATISMARKETVALUEADDED(MVA)?
arket Value Added, or MVA, is a measure of the wealth a company has created for its investors. In effect, MVA shows the
difference between what investors put in and what they can take out.
EVA is the fuel that fires up a company's MVA. A company that has
a positive EVA year after year will see its MVA rise, while negative
EVA year in and year out will drag down MVA as the market loses
faith that the company will ever provide a decent return on invested
capital.
MVA is a cumulative measure of corporate performance that
looks at how much a company's stock has added to (or taken out of)
investors' pocketbooks over its life and compares it with the capital
those same investors put into the firm. If MVA is a positive number,
the company has made its shareholders richer. A negative MVA indicates how much shareholder wealth has been destroyed. Maximizing MVA should be the primary objective for any company that is
concerned about its shareholders' welfare.
How is MVA calculated? First, all the capital a company took in
over its span of existence is identified including equity and debt
offerings, bank loans, and retained earnings, and the amounts are
added up. Then, some "adjustments" are made that capitalize certain
past expenditures, like R &D spending, as an investment in future
earnings. This adjusted capital amount is compared to a firm's total
market value, which is the current value of a company's stock and
debt to get MVA or the difference between what the investors can
take out (total market value) and the amount investors put in (invested capital). In formula form, MVA is calculated as follows:

M

MVA = j(shares outstanding x stock price) + market value of preferred
stock + market value of debt I - total capital

MVA tends to move in tandem with the firm's stock market value. Stern Stewart, the consulting firm that developed and promoted
EVA in the business community, contends that EVA is the sole mea-

surement method that can be correlated with a firm's stock price.
Many interesting movements of firms, some counter to one's expectations, can be seen in the Stern Stewart rankings of the top 1,000
firms in Lieber's, Fisher's, and Tally's Fortune articles.2

CALCULATING EVA AND MVA
/tr s indicated earlier, EVA and MVA can be calculated using some
very simplistic formulas, but the simplicity of these calculations can be misleading because the after -tax operating profit,
NOPAT,�and�the�amount�used�for�capital�are�not�readily�available�—
that is, they don't come directly off the financial statements. The
amount of equity equivalent reserves for certain accounts must be
determined first, and the footnotes to the financial statements are the
primary source for this information.
In The Quest for Value. G. Bennett Stewart calculates a firm's
EVA in two ways: an Operating Approach and a Financing
Approach.3 These two approaches then are reconciled in a summary report. To understand how these approaches work, we first must
understand the concepts of equity equivalent reserves or EEs.
Equity equivalents are adjustments that turn a firm's accounting
book value into "economic book value, which is a truer measure of
the cash that investors have put at risk in the firm and upon which
they expect to accrue some returns:'4 In this way, capital - related
items are turned into a more accurate measure of capital that better
reflects the financial base on which investors expect to accrue their
returns. Also, revenue- and expense- related equity equivalent adjustments�are�included�in�NOPAT�—Net�Operating�Profit�After�Taxes�—
which is a more realistic measure of the actual cash yield generated
for investors from recurring business activities.
Stern Stewart has identified a total of 164 equity equivalent
reserve adjustments; however, only about 20 to 25 have to be
addressed in detail, and only a portion of these actually may he
made in practice. "In our published rankings and illustrations, we
NO VEMBER 1997
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have chosen to make only a handful of such adjustments in the calculation of EVA and WA— typically those which can be made with
information contained in the Compustat database and easily
explained to the general business reader."5 It recommends making
an adjustment only in cases that pass four tests:

taken for an equity equivalent adjustment for a LIFO reserve are:

■
■
■
■

Changes in the LIFO reserve also can be viewed as a difference
between LIFO and FIFO cost of goods sold. Including this change
in reported profits converts a LIFO cost of goods sold expense to
FIFO, but LIFO's tax benefit is retained. Thus, the overall effect of
treating a LIFO reserve as an equity equivalent is to produce a FIFO
balance sheet and income statement but preserve the LIFO tax
benefit.
Deferred taxes arise from a difference in the timing when revenues and expenses are recognized for financial reporting versus
when they are reported for tax purposes. The difference between the
accounting provision for taxes and the tax amount paid is accumulated in the reserve for deferred income taxes account. If long -term
assets that give rise to tax deferrals are replenished, a company's
deferred tax reserve increases, which is the equivalent of permanent
equity. Adjusting NOPAT for the change in the deferred tax reserve
results in NOPAT being charged only with the taxes actually paid

Is it likely to have a material impact on EVA?
Can the managers influence the outcome?
Can the operating people readily grasp it?
Is the required information relatively easy to track and derives

An example of an equity equivalent adjustment occurs with R &D
expenditures. Under accounting conventions, outlays for R &D are
charged off in the period when they are incurred. These immediate
charge -offs as operating expenses say there is no future value to be
derived from R &D. As a result, the company's profits are reduced,
and its capital is undervalued. For EVA purposes, all outlays over
the life of successful R &D projects should be removed from the
income statement, be capitalized into the balance sheet, and amortized against earnings over the period benefiting from the successful
R &D efforts. Thus, in calculating EVA, R &D is seen as an investment, and amounts spent for it must be included in a firm's capital

Add to capital: amount of the LIFO reserve
Add to (deduct from) NOPAT: the amount of increase (decrease) in the
LIFO reserve

Table 1. EQUITY EQUIVALENT ADJUSTMENTS
FOR CALCULATING EVA
Add Equity Equivalents to Capital for
Cumulative goodwill amortization
Unrecorded goodwill
(Net) capitalized intangibles
Full -cost reserve
Cumulative unusual loss (gain) after taxes
Other reserves for such things as bad debts,
inventory obsolescence, and warranties
This list is takenfrom Stewart,TheQuestforValue,p.112.

base to reflect accurately the true amount of capital employed. Only
the portion of the R &D that no longer has future value should be
charged to the income statement in order to properly reflect the costs
(and profit) of a period.
Other examples of EEs are the LIFO and Deferred Income Tax
Reserves. In periods of risin g prices, companies save taxes by
using a LIFO basis of inventory costing. Under LIFO, recently
acquired goods are expensed, and the costs of prior periods are
accumulated in inventory resulting in an understatement of inventory and equity. A LIFO reserve account captures the difference
between the LIFO and FIFO value of the inventory and indicates
the extent that the LIFO invento ries are understated in value.
Adding the LIFO reserve to capital as an equity equivalent converts inventories from a LIFO to a FIFO basis of valuation, which
is a better approximation of current replacement cost. Also,
adjusting NOPAT for the change in the LIFO reserve brings into
earnings the current period effect of unrealized gain attributable
to holding inventories that appreciated in value. Action(s) to be
54

MANAGEMENTACCOUNTING

NOVEMBER 1997

AddIncreases inEquityEquivalents toNOPATfor:
Goodwill amortization
Increase in (net) capitalized intangibles
Increase in full -cost reserve
Unusual loss (gain) after taxes
Increase in other reserves

I

instead of the accounting tax provision. This calculation provides a
clearer picture of the true cash -on -cash yield actually being earned
in the business. Action(s) to be taken for an equity equivalent
adjustment for a deferred tax reserve are:
Add to capital: amount ofthe deferred tax reserve
Add to (deduct from) NOPAT: amount of increase (decrease) in the
deferred tax reserve
See Table 1 for additional examples of equity equivalents and
their effect on capital and NOPAT.
As noted, Stewart recommends two methods of calculating a
firm's EVA: an Operating Approach and a Financing Approach. The
Financing Approach builds up to the rate of return on capital from
the standard return on equity in three steps: eliminating financial
leverage, eliminating financing distortions, and eliminating accounting distortions. As a result of the first two steps, NOPAT is a sum of
the returns attributable to all providers of funds to the company, and

the NOPAT return is completely unaffected by the financial composition of capital. What matters is simply the productivity of capital
employed in the business, no matter the financial form in which the
capital has been obtained.
The Operating Approach starts by deducting operating expenses— including depreciation —from sales, but other noncash -bookkeeping entries are ignored. Next, EE reserve adjustments are made.
Interest expense, because it is a financing charge, is ignored, but other (operating) income is added to get pretax economic profits or Net
Operating Profit Before Taxes ( NOPBT). In the final step, an estimate of the taxes payable in cash on these operating profits is subtracted leaving NOPAT at the same amount as in the financing
approach. (See Table 2— Calculating EVA and MVA.)

CRITICISMS OF EVAAND MVA
problem with EVA is that it does not account for real options
(growth opportunities) inherent in investment decisions. The
market value of a firm's securities reflects the market's perception of
the value of those growth opportunities. But EVA does not reflect
this information. Therefore, when using EVA to analyze the financial performance of a company, analysts should keep in mind that
focusing on year-to -year changes in EVA will be better for firms
with substantial assets in place in mature industries with few growth
opportunities (public utilities for instance). For firms with fewer
assets in place and substantial growth opportunities, however, yearto -year changes in EVA are less likely to explain changes in firm
value. Firms in the technology and biotech sectors, for instance,
would fall into the latter category. This problem can be avoided by
refocusing the firm on the present value of expected future EVA
instead of on year- to-year changes in EVA. But doing so would
eliminate the essential factors (simplicity an d ease of use) that
caused EVA to be preferred to NPV.
To capture the growth opportunities inherent in companies, managers also should focus on MVA. Because MVA is constructed off
the market value of a firm's securities, it reflects the market's expectations of future opportunities for the firm. Using both EVA and
MVA to evaluate performance allows companies to account for both
the year-to -year and long -term changes in value.
The empirical research of academics to date has been limited,
and the results have been inconclusive. In a study of 241 firms over
the period of 1987 to 1993, Kenneth Lehn and Anil Makhija found
"that EVA and MVA are significantly positively correlated with
stock price performance attesting to their effectiveness as performance measures:"? But a sidebar to a CFO article reports on a study
by three University of Washington professors who found that "while
EVA may add 'incremental information in some settings,' as a performance measure it can't even outperform basic income before
extraordinary items."s The James Dodd and Shimin Chen study of
566 companies for the years 1983 -1992 showed that stock returns
were correlated with EVA, but "the alignment is not nearly as perfect as suggested by recent articles:' These authors also observed
that residual income (RI) explained about the same variation as EVA
and, thus, similar stock returns will result from performance measurement systems using EVA and Rl performance measurements.
They then concluded, "Therefore, the off -line adjustments to oper-

A

ating income necessary to calculate EVA may not pass a prudent
cost - benefit analysis:'9

OTHERPERFORMANCEMETRICS
lthough we focus here on EVA, other performance metrics
exist —such as NPV, CFROI, and RI. CFROI (cash flow return
on investment) is a rate of return measure calculated by dividing
inflation - adjusted cash flow from the investment by the inflation adjusted amount of the cash investment. While CFROI does adjust
for inflation, it fails to account for risk and the appropriate required
return on the project. In a sense, CFROI is similar to the internal rate
of return (IRR), hence it measures the investment's return as
opposed to the wealth created or destroyed by the investment.
EVA comes closest in theory and construct to net present value
(NPV). The information requirements for both techniques are the
same. For both techniques you need an appropriate risk - adjusted
cost of capital. To determine the NPV of an investment decision, you
need estimates of expected future cash flow. Similarly, to determine
the economic value of the decision, you need the present value of
expected future EVAs that are based on expected future cash flows
of the firm. In other words, the NPV of an asset is simply the present value of the expected future EVA from the asset. Therefore, the
notion of increasing or maximizing EVA each year is consistent with
the goal of shareholder wealth maximization.

A

USING EVA AND MVA WITHIN A COMPANY
ll managers are basically in the same business — putting scarce
capital to its most promising uses. To increase their company's
stock price, managers must perform better than those with whom
they compete for capital. Then, once they get the capital, they must
earn rates of return on it that exceed the return offered by other —
equally risky— seekers of capital funds. If they accomplish this goal,
value will have been added to the capital that their firm's investors
placed at their disposal. If they don't accomplish that goal, there will
be a misallocation of capital, and the company's stock will sell at a
price that discounts the sum total of the resources employed.
EVA is a financial management system that is well adapted to
this kind of a situation because it focuses on creating shareholder
value. In using the system, managers and employees focus on how
capital is used and on the cash flow generated from it. It runs counter
to the notion that long -term stock appreciation comes from earnings.
Focusing on EVA growth provides two benefits: Management's
attention is focused more toward its primary responsibility —
increasing investor wealth —and, two, distortions caused by using
historical cost accounting data are reduced or eliminated. As a
result, managers spend their time finding ways to increase EVA
rather than debating the intricacies of the fluctuations in their
accounting for reported earnings.
EVA measures the amount of value a firm creates during a
defined period through operating decisions it makes to increase margins, improve working capital management, efficiently use its production facilities, and redeploy underutilized assets. Thus. EVA can
be used to hold management accountable for all economic outlays
whether they appear in the income statement, on the balance sheet,

A
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Table 2. CALCULATE EVA AND MVA
—

100
150
20
200
470

Long -term debt (8%)

150

Other long -term liabilities
Total liabilities

120
270

Deferred income taxes

425

Plus: equity equivalents
Accumulated goodwill
amortization
LIFO reserve
Deferred income taxes
Sum of equity equivalents

50
10
70
130

Adjusted common equity capital

555

150
20
200
370
150
530
50

Adjusted property, plant, and equipment 580
Goodwill
Accumulated goodwill amortization
Adjusted goodwill
Other long -term assets
Capital (operating approach)

75
50
125
120
$975

Capital (financing approach)

$975

425
$1,235

22
12

Income before taxes
Less: taxes (40 %)
Net profit after taxes

50
20
30

$

Interest expense
Otherincome

EVANOPATvia Operating Approach
$2,000
Net sales
Cost of goods sold
1,670
330
Gross profit
185
Less: selling, general administration
50
Other operating expenses
Increase LIFO reserve
2
Interest expense noncapital leases
-4
101
Net operating profit
22
Interest expense
12
Otherincome
NOPBT
Income tax provision
20
Less increase in deferred taxes
5
Plus tax savings on interest expense 10
Cash operating taxes
EVA NOPATvia operating approach

1. Calculate Market Value Added (MVA)
Share Price # Shares
Market:
$25.00
50,000 $1,250,000 Equity market value
Book value: $11.10
50,000 $ 555,000 Economic book value
Market Value Added (MVA) = $ 695,000
"Sumof CommonEquityandEquityEquivalents
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EVANOPATvia FinancingApproach
$30
Income available to common
Plus: equity equivalent adjustments
Increase deferred taxes
5
Goodwill amortization
14
Increase LIFO reserve
2
Sum of equity equivalents
21

-

&

1997 IncomeStatement— Dollars in Thousands
$2,000
Net sales
1,670
Cost of goods sold
330
Gross profit
185
Less: selling, general administration
20
Depreciation
Goodwill amortization
15
50
Other operating expenses
270
Total operating expenses
Net operating profit
60

56

—

Common equity

Accounts payable
Income taxes payable
Other current liabilities
NIBCLs
Net working capital
Property, plant, and equipment (net)
Present value of noncapital leases

91

$

Commonequity
Total liabilities and net worth

70

1997Capital Dollars in Thousands
Financing Approach
$100
Short-term debt 00 %)
Long -term debt (8%)
150
Present value of noncapital leases 50
Other long -term liabilities
120
Total debt and leases
420

&

Short-term debt 00 %)
Accounts payable
Income taxes payable
Other current liabilities
Total current liabilities

$

Liabilities and Net Worth

1997 Capital Dollarsin Thousands
Operating Approach
$ 35
Cash
Receivables (net)
190
190
Inventory
LIFO reserve
10
Other current assets
95
Current assets
520
—

1997 Balance Sheet Dollars in Thousands
Assets
$ 35
Cash
Receivables (net)
190
190
Inventory
95
Other current assets
510
Total current assets
Property, plant, and equipment (net)
530
Goodwill
75
Other long -term assets
120
$1,235
Total assets

25
66

Adjusted income to common

51

Interest expense
22
Interest expense noncapital leases 4
26
Tax savings on interest expense
Interest expense after taxes

10
16

EVA NOPAT via financing approach $66

2 Calculate Economic Value Added(EVA)
a. After -tax operating profit
$ 66
b. Less: cost of capital (CDC)
WeightedAverageCOC
Amount Weight Percent
LT Debt: $270 17.8%
4.8%
Equity: $1,250 82.2%
12.0%
CDC=
10.7%
$105
Times: amount of capital =
$975
c. Equals: Economic Value Added (EVA) ($ 39)

or in the financial statement's footnotes. EVA creates one financial
statement that includes all the costs of being in business, including
the carrying cost ofcapital. The EVA financial statement gives managers a complete picture of the connections among capital, margin,
and EVA. It makes managers conscious of every dollar they spend
whether that dollar is spent on or off the income statement or on
operating costs or the carrying cost of working capital and fixed
assets.
Another very subtle benefit to a company that adopts EVA is that
it creates a common language for making decisions, especially longterm decisions; resolving budgeting issues; evaluating the performance of its organizational units and its managers; and measuring
the value - creating potential ofits strategic options. An outgrowth of
such an environment is that the quality of management also
improves as managers begin to think like owners and adopt a longer
horizon view.
EVA should not be viewed as "the" answer to all things. By
itself, EVA doesn't solve business problems; managers must solve
them. But having access to such a meaningful measure that is linked
strongly to share price performance clarifies a manager's options
and, in conjunction with MVA, provides a meaningful target to pursue for both internally and externally oriented decisions.

USINGEVATOFACILITATETHE
MANAGEMENT OF THECOMPANY
atiagers of EVA - adopting firms know their stock's price is tied
to investors' expectations of the company's long -term cash
flows; therefore, they will explicitly use value -added measures in
guiding their firm's activities. In this way, greater emphasis will be
placed on the operating profit needed to justify capital expenditures—or any expenditure, for that matter. It is this increased awareness of the efficient use of capital that eventually will produce additional shareholder value.
Value -added measures can be particularly effective for gauging
the performance of subsidiaries, divisions, and other business units
when a stock price measure is unavailable. By using value -added
measures at the business unit level, companies can determine where
capital will be invested most productively and the contribution each
unit makes to the market value ofthe company. Unit managers then
can be compensated on the basis ofthose contributions.
Under the aegis of "what gets measured gets managed;' EVA
concepts can lead to improvements in the overall management of a
firm's everyday operations. Incorporating EVA's metrics into formal
performance measurement systems facilitates both the use of measurements in areas that have been difficult to monitor and adds a
degree of precision to measurements that previously have been taken and reported.
With a focus on EVA, managers can do a better job ofasset management, which can free up cash for use in other areas of the business. For example, a good way to boost EVA is to increase inventory turns, which reduces the amount ofcash tied up in raw materials.
Also, the effects of increasing inventory turns can be readily evaluated against the costs ofrunning out of materials, shipping products
late, or otherwise failing to satisfy the customer. On a more micro level, manufacturing employees will readily comprehend that by

reducing waste they help create economic value.
Companies that have adopted EVA find they use it as a basis for
decision making at all levels— whether it is at the strategic level of
acquisitions, a new market entry, or even in thinking about day -today trade -offs in their business. In these situations, EVA provides a
rather simplistic means of assessing the alternatives under review
because there are only three basic means of raising a company's
EVA:
1. Raise profit levels without raising the amount of capital spent.
The most obvious method is cost cutting, but imaginative managers will always look for other methods.
2. Use less capital. That means looking for improvements in the
way a business is run, such as streamlining operations.
3. Invest capital in high -return projects. Any project should meet
the minimum criterion of earning more than the cost of capital
invested.10
EVA also has been found to be a worthy adjunct to other management change programs such as total quality management, quick
response, and total customer development. Rather than being at odds
with the aims of those efforts, EVA's quantification of results in
financial terms helps to energize them by demanding and getting
continuous financial improvement.
With a company -wide adoption and use of EVA concepts, all
employees begin to think like, act like, and be paid like owners and
feel responsible for and take part in the economic value of the firm.
Teamwork will be fostered, and everyone will "care" about what is
going on and how business is progressing on a daily basis.

BENEFITSOFEVAINCENTIVEPLANS
T o this point, the emphasis has been on how focusing on EVA
1 may help managers increase shareholder wealth. For the metric
to help in creating shareholder wealth, however, managers must
behave in a manner consistent with wealth creation. One powerful
way to align managers' interests with those ofthe shareholders is to
tie their compensation to output from the EVA metric. In fact, it is
not just for managers but may be used for all employees. When
implemented correctly, the basic notion of increasing shareholder
value will permeate the entire organization, and employees at all
levels will begin to act in concert with upper levels ofmanagement.
Implementing an EVA -based incentive plan is fundamentally a
process of empowerment— getting employees to be entrepreneurial,
to think and act as owners; getting them to run the business as if they
owned it; and giving them a stake in the results they achieve.
The overall, company -wide objective is to generate a persistent
increase in EVA. To achieve that, employees must understand the
role they play in increasing a firm's EVA. A key factor in sustaining
a continuing interest in EVA, and in making it work, is to revise the
compensation system to focus on creating value. It has been shown
that one of the critical components in successfully using EVA to
improve a company's MVA is tying it to bonuses and pay schemes.
Designing an incentive compensation system that pays people for
sustainable improvements in EVA, in concert with an understanding
of what drives EVA and what drives economic returns, is what transNOVEMBER 1997
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forms behavior within a company.
A good way to get started quickly is to increase insider ownership of the firm's stock. One way to do this is to turn old profit sharing plans into employee stock ownership plans.
If an incentive system is to work, it must have certain distinctive
properties:

should still capture a larger, longer -term perspective based on the
company's performance. The proper weighting of these elements
can provide different motivation to different people depending on
their ability to influence the item being measured.

1. An objective measure of performance—one that cannot be
manipulated by one of the parties who may benefit. For example, in many existing plans, the budget is a commonly used target for performance, but the manager usually is heavily
involved in negotiating that budget. If the manager negotiates
well, the budget target can be easily "beatable"
2. It must be simple so even employees far down in the organization will understand how EVA is tied to economic value so they
can follow it well.
3. Bonus amounts have to be significant enough in amount for
employees to alter their behaviors.
4. It must be definitive —which means the target stays fixed and
the goalpost won't be moved after the plan gets under way.

ransitioning to value -added measures is an extensive (and
expensive) process. It can require a year or more of planning by
internal and external financial and compensation experts. Advocates of value -added measures justify the substantial costs by pointing to the benefits of optimizing the company's strategy for value
creation.
A transition to value -added performance measurement must
start with a serious commitment of the board of directors and senior
executives to use these measures to manage the business. The interests of lower -level managers and the employees they supervise
must be cultivated carefully so they "buy in."
Success with value -added performance measures also requires a
massive education and communication effort directed at executives,
line managers, and hourly employees. Although it probably will
require a great deal of raining time and money to educate everyone
on the basic theory underlying the notion of creating economic value, doing it in a structured, unhurried manner probably will be the
most productive way in the long run.I 1 ■

Other conditions that are suggested strongly by members of the
Stern Stewart organization are:
5. There should be no limits (caps) placed on the plan. The sky is
the limit. Having caps will develop into operating a seasonal
business —when the target is reached, slow down.
6. Seek sustainable performance by not paying the full bonus
amount in one year. This procedure would entail setting up an
incentive plan bank account where the entire bonus is deposited, but some (smaller) portion is paid now, and a larger portion
is paid later —and the amount to be paid out later can be subject to a loss. The objective is to keep EVA positive and not
have the focus on achieving that goal only one time. Anyone
can do it once.
7. Include a cancellation clause. If a person resigns, the banked
bonus is lost. But if he or she retires, the balance is converted
into a deferred bonus account.

IMPLEMENTINGEVA

T

Paul A.Dierks, CPA, is an associate professor ofmanagement in the Babcock Graduate School of Management at W ake Forest University. He is a
member of the Piedmont W inston -Salem Chapter, through which this article was subm itted. He can be reached by phone at (910) 759 -4579 or e-m ail
at paul-dierks@mail.mba.wfu.edu.
Ajay Patel is an assistant professor ofmanagement at the Babcock Graduate School ofManagement at W ake Forest University.
1 The latter item, given the acronym NIBCLS, appears in

an EVA financial statement
prepared under an Operating Approach. See G. Bennett Stewart III, The Quest for
Value, HerperCoIIins Publishers, Inc., 1991, pp. 92, 100,

4

Ronald B. Lieber, "Who Are the Real Wealth Creators?" Fortune, December 9,
1996; Shawn Tully, "The Real Key to Creating Wealth," Fortune, September 20,
1993; Anne Fisher, "Creating Stockholder Wealth," Fortune,February 5, 1996.

3 These

approaches are very detailed, and the reader is referred to Bennett Stewart's
book for a more thorough coverage of them. See Stewart, pp. 87 -110.

4 Stewart, p.

For middle and senior people, take a certain amount of each
year's cash payment; pay most of it in cash (say, 80 %) and the rest
in stock option s (to get an eq uity interest). In establishing the
ground rules for the plan, the pay- for - performance ratio should be
steeply sloped — meaning that a manager's reward is higher on the
upside of performance.
Incorporating a long -term perspective into an incentive plan is
another important feature to consider. To get managers to focus on
creating real value for the sharehold ers, a po rtion of the stock
options available to managers can be priced at a premium over the
market price on the date of the grant. Thus, managers first must
earn the hurdle rate for the shareholders before they can exercise
their own options for a gain. Therefore, the managers' financial
incentives are aligned with the shareholders', resulting in the impetus needed to get managers to think aggressively and long term.
Finally, the structure of the incentive system should be team
based to focus more on individual or small work group results and
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91.

5 G. Bennett Stewart III, "EVA: Fact and

Fantasy," Journal of Applied Corporate

Finance,pp. 73 -74.
a [bid., p. 74.
7

Kenneth Lehn and Anil K. Makhiia, "EVA & MVA as Performance Measures and
Signals for Strategic Change," Strategy & Leadership Magazine,May /June 1996,
pp. 34-38.

a Randy Myers, "Metric Wars," CFO,October 1996, p. 44.
9 James L. Dodd and Shimin Chen, "EVA: A New Panacea?" B &E Review, July/Sep-

tember 1996, pp. 26-28.
Shawn Tully, "The Real Key to Creating Wealth," Fortune, September 20, 1993,
P. 50.
17 An excellent "how to" article on implementing EVA, including several specific
steps and rules to follow, titled "How to Implement EVA and Make Share Prices
Rise: Economic Value Added" by Mark Gressle, was published in Cashnow Magazine, March 1996, p. 28.
W

3
2

SoftEx in Accounting &Finance
December 9 ST 10 1997
Omni Mandalay at Las Colinas, Dallas, Texas
1

Attend FREE DEMOS
and get the facts you need,

Plan your time and bring your
team, or walk right in,

Why spend months selecting the right accounting &

Use our FREE Market Summary to pinpoint the software

finance software? Only SoftEx features FREE ongoing
demos by more than 60 leading vendors. Each 45-

solutions that fit your business strategy. Then bring your team
to SoftEx and attend as many free demos as you like.

minute demo is presented in a dedicated room away

Or, walk right in and check out all the latest products at

from the exhibit floor. So you can compare and evaluate

your own pace. See it all on our exhibit floor, then attend demos

all the best software in a focused environment —and

to find out more. At SoftEx, even if you only have an hour, you

get all the facts you need in just one visit!

can learn a lot! Choose either day; the schedule's the same.

All SoftEx attendees receive a FREE copy of the Buyers' Guide on arrival. More than 200 pages of
vendor features, selection strategies, profiles and technical specifications on all the latest
Accounting & Financ e software. A $95 value!
Free R e g i s t r a t i o n & Eve nt P l a nn e r
P h o t o c o p y & Fa x to
I. 888. S .S OF T E X
by N o v e mb e r 2 5 , 1 9 9 7

Registration is FREE!

Call 1.888.8.SOFTEX
or visit our website at
http : / /www.softinfo.com

Name
Title

Register by Novem ber 25, 1997 to
Receive your FREE Ma rket Sum ma ry!

Company

Product features, exhibitor profiles plus
a scheduling matrix to help you choose
the demos YOU want to attend!

Address

Circle No. 21

C:

City

EX

1

State, Zip
)

Ext.

When you're ready to get serious about software selection.

Inside U.S. 1.888.8.SOFTEX • Outside U.S. 65 0 . 84 2 . 73 7 3
Toll-Free Fax 1.888.5.SOFTEX • Fax on Demand 1.888.2,SOFTEX
Email register @softexusa.com
Wo r ld Wi d e We b h t t p : / / W W W . s o f L i n f o . c o m

Fax
E-mail
MM

In Association with:

AMETAGroup

An I n t e r a c t i v e I n f o r m a t i o n S e r v i c e s E v e n t

CONT®

Sponsored by:
is

0 1997 Intera c tive Information Service s , Inc. All Rights Res erve d. SoftEx

P A

no]

Phone (

in Accounting & Finance

N

N

SOFTWARE
MAGAZINE

a re gis te red tra de ma rk of inte ra ctive Informa tion Se rvic e s , Inc.

Personal AnalyStTM Software—
Data that Transcend the
What and Give You the Why
New class of software provides automated
business analysis of multiunit data.
ow do you handle financial
reporting, analysis, and business
intelligence for a rapidly growing
company in an industry that is undergoing massive change? That was the
question Marc Branson faced when he
became chief financial officer for Satellite Dialysis in 1996, Satellite Dialysis,
based in Northern California, provides
more than 375,000 dialysis treatments a
year to patients with end -stage renal
failure. The company, founded in 1973,
had grown to $100+ million in annual
revenues, and it needed a better way
to track financial performance at every
level in order to remain competitive in
a maturing market.
Satellite Dialysis wanted to analyze
the operations of all 25 locations with
multiple general ledger systems and
four product lines. Of the two general
ledger systems, one was an old, unsupported minicomputer system, and the
other was a new Great Plains system.
The accounting setup was centralized
in Redwood City, but with only three
people on staff, the team barely was
able to produce the statements —they
just didn't have the personnel or tools
for any comprehensive operational
analysis. Consequently, operating unit
managers were getting only raw financial information without any meaningful
analysis. Branson turned to Personal
Analyst software from InAlysys, Inc.00
Eli
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to generate the specific business models and calculations required for comprehensive analysis and reporting.
Branson uses Personal Analyst software to pinpoint potential problems. He
found the software's analysis capabilities across multiple data types (for
example, % revenue and S per treatment) extremely helpful at locating variations in costs in the different units
across the system. Potential problem
areas (changes in revenue yield, gross
margin, and operating income) now
could be identified by geographical
region, by organization entity, product
line, service category, and by common
denominator for units that are of different size. Because of the competitive
nature of the dialysis market, it is
essential that Branson be able to look
at any potential variation in order to
manage effectively and to understand
where his company is going.
The significance of what InAlysys
does can be expressed best with a
medical analogy. Take the difference
between recording the number of
patients who were diagnosed with cancer this month and determining why
they got cancer in the first place, Comparing total diagnoses from period to
period or from actual incidences to
forecast projections quantifies changes
in the number of diagnoses. But that's

all it does. If physicians limited their
inquiries to compiling and comparing
events, they would have no idea why
people got cancer or what caused the
incidences to advance or decline.
Instead, the medical community conducts research to identify and analyze
the factors that cause the disease.
InAlysys has adopted the same
approach with its Personal Analyst
software —with the software performing
the analysis for you. Although the Personal Analyst does not address every
conceivable question, it automatically
handles virtually all major ones. For
Satellite Dialysis some of those questions are: What are the most profitable
segments of the business? Why are the
Nevada gross margins less than other
areas? What is the impact on margins
if Medicare reduces its reimbursement
rate for certain pharmaceuticals? What
product lines experience the most variation in gross margins, and why? It is
both the level of analysis and the
speed with which the analysis can be
prepared that is opening the door for
businesses like Satellite Dialysis and
encouraging them to stop settling for
reports that say "here it is" and start
demanding explanations of why things
happen.
The software does not rely on traditional database or spreadsheet tech-

Marc Branson, CFO ofSatellite Dialysis, at one of the clinics.

nologies. Instead, it relies on an object oriented analytical engine that is a collection of independent and interactive
calculation and data files. These files
are created and maintained by the software as part of the analytical models
that users define to analyze different
parameters.
The beauty of the system is the
"Genie" program utility. This utility not
only takes the user through the model
development process, but it also writes
and compiles megabytes of completely
customized calculation and data
objects to run the analysis for them.
Within a few hours, managers can analyze critical business data that previously would have required the generation of millions of spreadsheet
calculations. While the automation of
the development process is impressive,
it is the product architecture and the
speed with which these results are
dynamically calculated in response to
user requests that make the system
remarkable. With Personal Analyst software there is no data assembly or testing for accuracy -- almost 100% of the
time can be dedicated to analysis for
improving operations.
Branson estimated that it would take
at least one additional full -time staff
person using Excel to do the same
analysis the Personal Analyst performs

in minutes, "Basically we're looking at
certain targets we're trying to achieve.
We would get to the information we
need eventually, but it's really an issue
of time," said Branson. "We shave
weeks off the time it takes to report
information back to the business unit
manager with the Personal Analyst. It's
a critical part of the management and
internal control function here at Satellite Dialysis."
Branson also is impressed with how
easy the software is to use. "The point and -click capability makes it easier for
more people to use the software, without weeks of training," he said.
The Windows interface and simple
navigation make Personal Analyst easy
to learn and master. Installation of the
software typically is completed in less
than five days. The CEO has Personal
Analyst installed on his PC so, if ad hoc
questions arise, it's easy for him to simply drill down for an immediate answer.
The graphic output of the program
allows for more presentation quality
information. The software allows Satellite to "scrub down" rapidly the preliminary monthly financials so unusual variations are identified and investigated
more quickly,
Personal Analyst software also can
be used to track virtually any key

performance indicator, including clinical outcomes and measures. The
software instantly converts all financial data into comparable units of
measure (for example, % of revenue,
per unit, per treatment, per customer)
resulting in comparability between
reporting periods and segments of
information (for example, plan, actual,
prior year), This feature overcomes
the limitations of systems that present
reports only in gross dollars. These
reports tell you how well you did, but
they don't tell you how efficiently you
performed.
Branson sums up more of the benefits Satellite Dialysis has received.
"We're able to do much more comprehensive analysis. Prior to using Personal Analyst software, analysis was limited to those areas that were most
visible. Now, we're able to easily
explore other areas before they emerge
as a big problem later. Consequently,
we're able to identify areas that need
to be discussed with the business unit
managers more quickly. Also, business
unit managers have more accurate,
timely, and more detailed analysis for
improving their operations." ■
Personal Analyst was launched in early 1997 after
nearly a year of beta testing. InAlysys, based in Costa
Mesa, Calif., was founded in 1995 by former Big 6
accountants and consultants.
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BITSREALLYDONUTNEEDBOXES
It was the desire to find new ways to
deliver goods that brought Columbus
to Hispaniola and, later, created the
great clipper ship races to the Orient.
Now there are explorers out in the
electronic frontier also searching
for new routes and harbors safe from
brigands (hackers).
A significant difference between
then and n ow is

that the products and services
deliverable over
the Internet have
no material substance. Spices
need to be put
into boxes; software and information do not.
And companies
like Intuit are finding they are
much happier
pushing their
software
through Internet
lines than into
cardboard boxes. The
programs arrive on their customers'
hard drives, and what is eliminated is
the expense of the trains, the planes,
and the trucks —and also the inconvenience to you (the installer fumbling
around looking for disk #4 of 7).
The phrase "push technology" that
describes this kind of delivery was
originally more limited in meaning.
Recently it has been co -opted by any
62
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service or site that sends news, e-mail,
or even a JAVA ticker to your computer screen. The term has disintegrated
to mean almost anything broadcast
and received automatically by your
computer. You "pull" in
` rnration m when you
actively browse, click,
and download
something. If you
. have a service
t like PointCast
that collects and
broadcasts information to your
computer, that
material i s
said to be
"pushed." To get
an idea of how
push works as a
software delivery
system, we will
look at one of
the early explorers, Marimba, Inc. of
Palo Alto, Calif.
Essentially,
Marimba is a delivery and maintenance
system for software applications and content within a company's
intranet as well as across the entire
Internet. The word "cubscriptionware"
has been used by some to describe the
offerings. There are three basic components in the Marimba system —a
transmitter, a channel, and a tuner.
Marimba's name for this architecture
is Castanet.
The Castanet transmitter distrib-

utes programs and content (called
channels) to all computers that have
the Castanet tuner loaded and that
have requested (subscribed to) the
channels. The term channel is a little
confusing if you are following all of
this as analogous to broadcast media.
Normally, we don't think of Channel 4
TV as its content —it's more like the
pipe through which that content is delivered. In the Castanet model, the
content is the channel. If you ask for
channel AA3, and that channel has a
Java application, part of a report, and
a database utility, you get all three
loaded onto your computer. Further,
when a developer writes a new application and Marimba adds it to its list
of offerings, that application becomes a
channel to which you can subscribe. In
fact, a channel can be almost any thing—a business application, a human resources bulletin board that is
updated daily, even a Web site. And if
you're tuned in, it doesn't just pass
through your set (as with broadcast
television) —the channel is loaded onto
your computer.
So how does this differ from the regular browser - reachable content that
you normally access? It is different in
three significant ways. The first is that
you don't have to download this material each time you want to see or use it.
Your Castanet tuner pulls the channel
to your hard drive where it then resides as a group of files or an application. This happens outside the browser
so the channel can be accessed when
you are offline, and it has the look and
response of a desktop application because that's what it has become.
Second, the channel is maintained
continuously at the transmitter level,
automatically. If there is a bug in the
code, the fix is sent (pushed) to your
tuner transparently —you don't have to
do anything. Ever experience a bug
with commercial software? Listen to
some of the horror stories told by those
who had Windows 95 crash their system, and Castanet's automatic recall
and repair sounds like a very good
idea. Updated versions of the application are delivered in the same invisible
way. It is software that evolves while
sitting on your hard drive.
The third significant difference with
Castanet is that the system works
IMAGE COPYW+ff 0 1997 JOHN fOq( WV0.GEST

PRODUCTSMARKET
journyx has released version 1.2 of its
Web -based time and attendance tracking product (ournyx WebTime. Web Time gathers and reports on employee
time by project, accounting code, and
lifecycle state with an easy-to- understand Web -based interface (GUI). Data
are collected directly from employees,
removing the costly and error -prone
data entry by office personnel. The
program functions like an Internet
time card, and entries are made from
anywhere reachable by a Web browser.
There are three levels of password protection. New in version 1.2 are peruser Code and Subcode hiding and
support for AIX and Solaris. A free trial version of the software is available
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cross platform because it uses the
JAVATK programming language. With
the addition of Castanet UpdateNowTm
the system also is able to manage native code applications written in such
machine- specific languages as C, C + +,
and Microsoft's Visual Basic.
In a recent conference, Kim Polese,
president and CEO of Marimba, pointed out that of the 10 top - selling programs, five of them were designed to
fix problems created by other software.
This is a very depressing situation.
The Castanet model offers a unique alternative. In fact, if the delivered Castanet channel were, say, a car, it would
be the kind of vehicle that not only
would repair itself as you drove it
around, but it would be perpetually
morphing into next year's model right
around you.
Besides being an interesting way for
developers within a company to distribute their business applications, information, training, and so on, the
Castanet system also can work for the
Internet at large. Consider the software you currently buy in a box. Looking forward to loading it yourself?
Does it state anywhere on the box that
it is 100% bug -free and that you will
not be bothering the company for fixes? And what about that decimalized
number next to the name, 4.11? Does
that mean this is it —the only version
you need —or does it mean the company already is planning to obsolete your
purchase even before you get the box
open? Maybe those bits don't really
need to come in a box.

Decis i on Su p po rt Tech no l og y
41 Spruce Run, Ramsey, NI 07446 • (201) 934 -9259 • Fax: (201) 327 -5525
Circle No. 24
on the Web site www.journyx.com.
Circle No. 50
Captura Software, Inc. offers Employee
PayoWssTma corporate software solution that automates the expense reporting process, captures financial data, ensures that the data are accurate,
and keeps the data secure. The program has two components: Expense
Station' and Expense Central''". Ex-

pense Station is the client workstation
where employees enter expenses, submit expense reports via e-mail, and
reconcile reimbursements. With the
program you can record expenses on
the road, without being connected to a
corporate server, and then can e-mail
them later. Expense Central makes it
possible to automate corporate expense
policy, ensure compliance, analyze data, and network with other accounting

Tune In
If you want a clear idea of how Castanet works, you can download the Castanet tuner at
no cost. Go to the Marimba site at www.marimba.com, and select Tuner. Then click on
the button labeled "channels" on the left side of the home page. You will be given an inset divided into frames with a listing of the publicly available channels. There are seven
categories. There is an +ADD CHANNEL button bar to click if you want to download the
channel. Some of the channels available include: the JPL Pathfinder mission (an interactive Java program that allows you to drive the robot camera around the surface of Mars
to see what you want to see); the SlingShot Portfolio fyou enter your stock holdings, and
the program constantly updates the values of the stocks and the total value of your portfolio); go2vision (news, sports, and so on); a Sesame Street interactive coloring book; TV
Guide Online; interactive crossword puzzles and arcade -style games; technology demos
of Marimba's program for developing channels (the program is called Bongo); and a variety of other business and entertainment channels. To get a wider view of JAVA programs
visit JAVA's home field at www. gamelan,com. There you will find 10,177 JAVA programs
in 16 categories, including 224 business and finance utilities. Most are free, or demos are
available on approval.
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systems. What makes the system work
is the corporate rules engine and the
e -mail -based workflow. Expenses that
meet policy are approved automatically, and exceptions are routed to managers for approval. Circle No. 51
LIFO Systems, Inc. has released The
LIFO Solution, an inexpensive software
solution for wholesalers, retailers, and
manufacturers. The LIFO Solution uses an IRS - approved method, employing
the government's Producer Price Indexes (Rev. Proc. 84 -57). Benefits of
the solution include: protecting clients'
benefits by protecting their prior LIFO
method from audit questions and automating LIFO by using one software
application for all their clients, saving
time and money. The LIFO Solution is
a full- service tool that determines the
annual inflation index, computes LIFO
reserves, automates LIFO layers, and
graphs LIFO projections.
Circle No. 52
MIS AG, a German software developer,
has introduced a next - generation
OLAP (online analytical processing)
software system already serving financial managers in transnational companies that include Bayard AG, Cunard,
and Young & Rubicam. Financial managers can use ALFAto prototype enterprise -wide planning, budgeting, and
reporting systems from their laptops.
ALEA's functionality is accessible
through Excel (including modeling,
database design, and data import) so
financial managers never have to leave
the spreadsheet environment. Prototyping is without initial help from the
IS group. Then, in cooperation with IS,
the prototype can be grown to enterprise -wide, client/server applications.
Circle No. 53
PortuM a Software CorpomflonT"has expanded its Xpense Management Solution' (XMS) with the release of
XMS /2—a client/server travel expense
management system for multinational
and international companies. Features
added to XMS /2 specifically address
the needs of pan- European markets, as
well as Australia, New Zealand, and
Singapore. The entire expense management process is automated —from
expense report preparation, approval,
and processing through systems integration and data analysis. Expense re64 UNAGEMENT ACCOUNTING NOVEMBER 1997

ports are delivered online and link
automatically to financial systems.
XMS /2 includes a multicurrency reporting feature that performs currency
conversions to give multinationals insight into their global travel and expense spending in a common - currency
view. There are enhanced VAT reporting capabilities that eliminate the
business traveler's need to enter VAT
information in each expense report.
Circle No. 54
Concepts Dynamic, Inc. has announced
the release of CDI Project Control System, Version 6. The new version is a
client/server project financial management software application designed to
take full advantage of today's Web based technologies. Designed to improve operational performance and to
increase project profitability for medium to large corporations, the Project
Control System is part of the CDI Control Series, which includes the Project
Control System and the Financial Control System. Circle No. 55

NetNEWS

-0

The Illinois CPA Society Web site has
more than 700 pages of information for
its member CPAs and the general public. Featured on the site: information
for the consumer, a career center, financial management information, educational issues, accounting and business shows, and more than 150 hyper links to other accounting, tax, finance,
and government- related sites.
www.icpas.org

CMA
REVIEW
Self -Study Course
Books, Audio Tapes, and
Interactive Software
20+ Years of Successful Candidates

Malibu Publishing Co.
1- 800 - 847 -7723
Fax 1- 541 - 899 -9972

Circle No. 16

Accountants Online Network, LLC has
designed its site to be a one -stop information source for professional accountants. Free services provided include
an electronic magazine called The Accountants Ledger',e-mail, Web page
hosting, and an accountants' referral
service. The magazine provides current
news and product information; the free
e -mail is from emailANYWHERE.com;
and the free Web page will be listed in
the FindAccountantT" Referral Service.
www.CPAonline.net
Vertex Inc. is offering a codified listing
of Internet taxation laws on its Web
site. You click on any state and get a
list of taxes on Internet access charges,
sales of goods purchased over the Internet, and software purchased over
the Internet. Also, pending tax legislation that may change the status is listed. Visitors to the site can sign up to
receive free monthly e-mail updates of
Internet tax issues. www.vertexinc.com
Bisbvy:•II is the largest Internet
search engine for buyers looking for
businesses that are for sale. The site
has indexed listings from major newspapers across the country (along with
its own database of businesses). The
search bot can look for your ideal business and notify you by e-mail when
such a business is listed in its database. Business seekers can search for
free — business owners and brokers can
list businesses for free.
www.blzbuysell.com
Business Resource Center takes you
through the complicated steps of opening and marketing your new business.
Get information on topics such as how
to get free publicity, where to look for
leads, how to write a winning business
proposal, sample business plans, and
financing information.
www.morebusiness.com
Fuji Photo Film U.S.A. is launching a
new company -wide site on the World
Wide Web. The site offers information
about all of the company's product
lines as well as useful information
from the Document Products Division
of Fuji. Included is Fuji's new M Drive
technology that lets PC users access,
share, download, and print microfilm
documents directly from a PC.
www.fujifilm.com
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FRCRESPONDSTO
FASBONDERIVATIVES
1 he IMA Financial Reporting Committee (FRC) recently responded to
the Financial Accounting Standards
Board's proposed Statement, "Accounting for Derivative and Similar Financial Instruments and for Hedging Activities." Consistent with the FRC's
position expressed in its October 1996
comment letter on the previously
issued Exposure Draft, the FRC supports the Board's undertaking to improve the current financial reporting
model for derivatives to resolve certain inconsistencies and to fill in the
gaps in the hedge accounting rules.
Some of the concerns that remain are
that the FRC:

■ Accepts the Board's conclusion that
recording derivatives on the balance sheet would produce greater
relevance and transparency for financial statements but only if the
model retains many of the attributes of current hedge accounting
practices, including basis adjustment and synthetic accounting;
■ Feels that artificial earnings
volatility also will result from the
definition of "hedge ineffectiveness," even for fully effective
hedges;
■ Strongly urges the Board to reconsider its position on the concept of
bifurcating a single asset or liability into its component parts for embedded derivatives as this notion
is inconsistent with the current accounting framework and needs
more clarification;
■ Has concerns with the Board's
process in that it did not have a

full re- exposure of the revision of
the scope of the proposed Statement to require bifurcation of embedded derivatives;
■ Recommends that the Board reconsider the January 1, 1999, date for
adoption of this Statement, which
the FRC feels is unrealistic, especially for multinational companies
that not only are faced with all of
the systems changes inherent in
the "Year 2000" conversions but also with the systems changes necessary for the single European Monetary Unit currency; and,
■ Recommends that before a final
Statement is issued the Board
"field test" the proposal against all
of the related Emerging Issues
Task Force (EITF) issues to ensure
that it understands the impact of
the standard on the "real- world" issues addressed by the EITF.

FRCCOMMENTSON
OTHERPROJECTS

T he FRC commented on the Financial Accounting Standards Board's Exposure Draft (ED), "Employers' Disclosures about Pensions and Other
Postretirement Benefits," that is part
of the Board's overall disclosure effectiveness project. In concept, the FRC
is very supportive of the overall disclosure effectiveness project but believes that the provisions of the ED
do not meet the objectives for effective reporting. Although the FRC recognizes that disclosure effectiveness
does not necessarily mean disclosure
reduction, the Committee felt that a

reduction certainly is called for regarding pensions and other postretirement benefits. This ED eliminates
some requirements but then calls for
several additional disclosures; the
Committee questions whether this additional information really is "material" to investors and analysts. The
FRC hopes that the concept of limiting disclosure to what is material or
truly useful to an understanding of
the overall financial statements will
be the hallmark of the Disclosure
Effectiveness project.
The FRC recently commented on
the American Institute of CPAs' Proposed Statement of Position (SOP),
"Deposit Accounting. Accounting for
Insurance and Reinsurance Contracts
that Do Not Transfer Insurance Risk."
The FRC supports the issuance of
this document and feels that it adequately provides accounting guidance
on the application to deposit accounting for specific transactions. The Committee recommends, though, that the
AICPA clarify why and when experience adjustments contained in insurance and reinsurance contracts would
indicate a lack of underwriting risk
being transferred. The proposed effective date of December 15, 1998, appears to be reasonable.
The FRC commented on the following Exposure Drafts (EDs) of the Federal Accounting Standards Advisory
Board (FASAB). The FRC supports
the issuance of the ED, "Accounting
for Internal Use Software." The FRC
agrees with the ED, "Governmentwide
Supplementary Stewardship Reporting Standards." Stewardship assets,
although still controlled by the federal government, are not reported in
the financial statements. They include
historical assets (for example, monuments and museums), mission- specific
assets (weapons systems and space
exploration equipment) and land
(forests and parks). The Committee
recommends that the final statement
clarify how the reporting standards
fit into overall federal government reporting; that a definition of the term
"governmentwide" is needed; that a
general discussion of the condition
and deferred maintenance of stewardship assets be required; that the
Board reconsider the classification of
mission- specific assets as stewardship
assets; and that financial reports indiNOVEMBER 1997
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cate clearly when the information is
stated in other than dollar amounts
(for example, units).
A copy of the FRC comment
letter(s) is available free by request
to Nora Altavilla, IMA, 10 Paragon
Drive, Montvale, NJ 07645, or fax:
(201) 573 -0639. The comment letters
also are available on the IMA Web
site at www.imanet.org.

MAC ISSUES NEW SMA4611

In October, the IMA Management
Accounting Committee (MAC) issued
Statement on Management Accounting No. 4BB (SMA 4BB), "The Accounting Classification of Workpoint
Costs." This SMA is a supplement
to and expansion of Statement on
Management Accounting No. 4 -0
(SMA 4 -0), "The Accounting Classification of Real Estate Occupancy
Costs."
The intent of the new SMA is to
recognize the changes in the workplace environment (for example, information technology, virtual offices, and
telecommuting) that call into question
the traditional approaches to identifying and evaluating occupancy costs.
The Workpoint Cost management accounting approach not only takes into
account real estate occupancy costs
but also the costs of connectivity to
connect workers whether they work
in an office, team environment, at
home, or on the road.
The IMA was made aware of the
need for establishing uniformity in
management accounting practices in
this area of workpoint costs and to
readdress the previous SMA by the
International Development Research
Council (IDRC) and its research organization that did most of the development work on the SMA, along with
the consultation from Commonwealth
Advisors LLC. The research team interviewed and consulted 20 U.S. -based
public and private organizations.
"Work settings today are so diverse,
easily cutting across companies and
continents, that the old accounting
methods are no longer effective in reflecting actual costs," said Joel Parker,
IDRC's director of research. "This new
statement gives managers a powerful
tool to use to better allocate resources
to the workplace." An example given
in the new SMA shows that the re66 MANAGEMENT ACCOUNTING NOVEMBER 1997

duction in the cost of direct space in
the traditional office can be offset by
the cost of connectivity. "This new
management accounting method will
enable managers to assign costs more
realistically at the individual and
business unit levels so they can more
accurately analyze the cost/benefit ratio," noted Steve Dixon of Commonwealth Advisors, the consulting company that helped research and write
the statement for IDRC. To obtain
SMA 4BB or for information, call the
IMA's Order Department at (800)
638 -4427, ext. 278; or fax: (201) 5739507.

IFACISSUESTWOREPORTS

T he International Federation of Accountants (IFAC) is the worldwide organization for the accountancy profession whose mission is to develop and
enhance the profession to enable it to
provide services of consistently high
quality in the public interest. IFAC
consists of 126 professional accountancy bodies (including IMA) in 89
countries, representing more than two
million accountants in public practice,
education, government services, industry, and commerce. IFAC recently has
published two items that may be of
special interest to 1112A members. The
1997 annual edition of the IFAC
Handbook — Technical Pronouncements
is available for $50 from the IFAC
Secretariat via fax at (212) 302 -5964
or by visiting the IFAC Web site at
www.ifac.org.
Also available is the publication,
Articles of Merit -1997 Competition, a
compendium of articles selected by
IFAC's Management Accounting Committee (FMAC). This booklet is part
of the FMAC's effort to disseminate
information regarding current developments and emerging issues that
shape the management accounting
profession to an international audience. Included in this compendium is
the article, "Changing Performance
Measures at Caterpillar" by James A.
Hendricks, David G. DeFreitas, and
Delores Walker, which won the Lybrand Gold Medal in IMA's manuscript competition and appeared in
the December 1996 issue of MANAGEMENT ACCOUNTING@.To obtain copies
of the awards booklet, please contact
IFAC at (212) 302 -5952.

RESEARCH
Julian Freedman, CMA, Editor

CAM-1FOCUSESON
KNOWLEDGEMANAGEMENT
Dennis C. Daly (Metropolitan State
University), IMA representative to the
Consortium for Advanced Manufacturing- International (CAM -I), submitted
the following report on CAM -I's third quarter meeting September 15 -17,
T he in Detroit.
1 he focus of the meeting was to accelerate the learning process by incorporating interactive, small group/presenter exercises and discussions
following the presentations. The objective was to link the presentation
ideas to real situations experienced
by the members.
The Learning Process
Organizations do not learn— individuals do. Learning must be structured
to be a continuous, integrated, active,
measurable social process that
changes behavior. Barbara Simonetti,
an independent consultant, led an interactive discussion of why we learn,
what learning is, how adults learn,
and how we can use this information.
Learning is a voluntary activity that
takes place within the learner, and
Barbara presented a basic understanding of this activity, adult learning theory, and practical guidelines
for structuring learning opportunities.
Texas Instruments and Chrysler
Texas Instruments and other organizations are starting to manage their
knowledge because to innovate faster
than their competitors they must
make cultural and technological
changes that allow them to capitalize
on knowledge. Cindy Johnson from
Texas Instruments discussed TI's program to achieve business excellence,
known as TI -BEST or the Business
Excellence Standard. This approach
manages knowledge by knowledge
sharing, collaboration, and knowledge
creation, supported by collaborative
tools and benchmarking. TI has developed a common basic methodology
and common language that are used
to provide best practices across the
company and to accelerate best prac-

tice. It begins with the key components of knowledge transfer:
■ Driving business need;
■ Best practices process orientation;
■ People: best practice - sharing
teams;
■ Technology: intranet "Sharefair"
idea exchange; and
■ Culture: success -story sharing, vision and strategy workshops, and
champions, and linking these components to best practice sharing
and innovation.
This behavior is reenforced by TI's
knowledge - sharing award program
and the case studies of the resulting
business excellence. TI's vision is to
create reusable solutions and share.
Michael Novak, Chrysler Corporation, discussed what the Chrysler
team has learned (critical success factors, what worked well, pitfalls, and
what did not work) on its journey to
implement ABC and ABM in a manufacturing environment. The critical
success factors are strong support
from senior management, who must
be believers in the process; cross -functional involvement with buy -in from
the manufacturing community; and
achieving early acceptance of the concept. Among the approaches that
worked well were ABC studies directed at current business issues, output
that supported and validated plant
concerns, and a well- received first activity analysis.
The knowledge transfer process,
output comparability, workarounds for
data problems, time required for updates, and output not recognizable
outside the product cost community
were some of the pitfalls encountered
in the first wave (1991 -95) of implementation. The second wave (1995 -96)
was characterized by standardizing
the models to reduce the complexity
of the activity process, centralizing
and standardizing efforts and choices,
and automating front -end tools. There
were successes, but some things did
not work including a model that was
too complex, gaps in the data that
were not addressed, and output that
was not delivered in a simple usable
format.
The third wave (1997 -99) includes
building customized models within a
common framework. The goals are to

provide multiple views of data, both
process and organizational, incorporate ABC into mainstream performance measurement, and provide understandable, recognizable drivers.
The ABC /ABM learning process and
implementation continue, with senior
management committed to understanding the cost of processes across
functional areas and the manufacturing reporting and balanced scorecard
initiatives.

PerformanceMeasurements
"How well are we doing ?" Lin Fitzgerald of the Warwick Business School
(U. K.) and coauthor of Performance
Measurement in the Service Business,
discussed how successful organizations facing challenging competitive
environments are focusing increasingly on nonfinancial performance measures such as quality, flexibility, and
customer service. What gets measured
gets managed. What we do not measure tends to be ignored, so we must
measure those things that are the
true drivers of success. For service
businesses the challenge is intensified
because services are perishable, and
relatively junior personnel frequently
are the key point of customer contact.
Fitzgerald's research at two successful
U.K service organizations explored
the influence of the service process on
performance measurement systems. It
revealed three common properties
(clarity of communication, consistently
supporting company strategy, and
ranges — financial and nonfinancial
metrics) and two areas of divergence
(measures of quality and the approach to providing flexibility).
CAM -I has published the results of
two research interest groups' efforts:
Road to Excellence: Becoming a
Process -Based Company (C4/$30) and
The 80 Minute ABC Book ( C3/$20).
These books will be sent automatically to subscribers to IMNs Research
Publication Service. They can be purchased by calling IMA's Customer Order Department, (800) 638 -4427, ext.
278.

1997.98CATALOGOF
PUBLICATIONSFEATURES
NEWTITLES

1MA's Foundation for Accounting Researh (FAR) new publications catalog

lists nine new titles, six special
knowledge packs, and 33 FAR research studies and SMAs available
free to students under a new initiative designed to encourage students
to join the IMA. STAR, STudent Additional Reading Program, gives professors the opportunity to assign students supplemental readings
designated by a star in FAR's 1997 -98
catalog. These titles can be obtained
in exchange for student memberships. SMAs, publications of the Committee of Sponsoring Organizations
(COSO) of the Treadway Commission,
and Statements on International
Management Accounting Practices
also are listed.

IAANNOUNCES
RESEARCHPRIORITIES
The Institute of Internal Auditors
(HA) is undertaking four new research projects: the Internet effect
and business controls; the role of internal auditing in corporate governance; reengineering the internal auditing process; and the role of the
internal auditor in mergers, acquisitions and strategic alliances. To learn
more, contact James Thompson at
(407) 830 -7600.

ERO(JITPULL)REPLACES
ERP(MRPPUSH)

A

new supply chain business model,
Enterprise Resource Optimization
(ERO), moves traditional material requirements planning (MRP) push logic embedded in existing enterprise resource planning (ERP) systems to a
pull orientation with just -in -time
(JIT) principles to improve operations
across the enterprise. "Companies using ERO systems can take market
share and grow profits and revenues
from unprecedented customer responsiveness," says Monte Zweben, general
manager of PeopleSoft's manufacturing industry unit, in the October 1997
issue of APICS (the American Production & Inventory Control Society.) Increased inventory turns of more than
20 %, on -time delivery improvements
of 30%, increased capacity utilizations
of 15 %, and reduced delivery lead
times by several weeks can be
achieved by companies using
ERO. ■
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A Classified Section

Well- established company req uires a
professional with over five years' managem ent exp erien ce an d an MBA
degree in finance or acco un tin g. CMA
with telecommunications background
preferred. Financial/strategic plan ning,
knowledge of an n u al budget process,
monthly forecastingtresult in terp retation, preparatio n of fin an cial data and
other financial capabilities a mu st.
Supervisory experience is req uired .
Compensation to $80,000.

Seeking a finan cial wizard with eigh t
plus years' financial and th ree plus
years' man agerial experience. Degree
in finance or accounting, background
in teleco mmunications and previous
supervisory experience in an operational an aly sis en viro nm en t is preferred. CMA is a plus. Budgeting, forecasting and capital planning experience,
as well as ex ce llen t wr itten a n d o ral
communications skills are requ ired .
Salary to $65,000 plus benefits.

Local con tracto r seeks an en terp rising
experien ced acco untant. Qualified candidates m u st h ave ex p erien ce with a
small business contractor along with an
entrepreneurial attitu de. Great growth
opportunity! Salary to $42,000 with an
excellent benefits package.

This profitab le su bsid iary o f an in ternational services company seeks a professional with a minimum of two years'
experience. Responsibilities inclu de all
accountin g du ties including payables,
receivables, fin ancial rep ortin g an d
analysis. Great oppo rtunity to put your
skills to wo rk! Salary to $40,000 plu s
benefits.

Th is growing full service advertising
and pu blic relations organization seeks
an accounting professional with at least
three years' experience. Candidate will
be in ch arge of all general accounting
resp on sibilities and financial analysis
and reporting. Professional designation
of CPA or CMA is highly desired. Salary
to $45,000 plus bonus.

Experienced individual is needed for
th is fin ancially sound firm . Heavy
inven to ry and purchasing background
and imp ort knowledge are required. A
min im u m of four years' experience is
preferred. Familiarity with database
man agem ent is a plus. Must have
stro ng Excel and/or Lotus capabilities.
Some travel is required. Benefits
include salary to $60,000.

National property development company n eeds a "rising star" in its treasury
department. Duties include cash m anagem en t, forecasting, budgeting and
quarterly financial reporting. Position
requ ires strong attention to detail and
expert spreadsheet skills. This is an outstan d in g opportunity to get in on the
ground floor of this rapidly growing company! Salary to $36,000 plus benefits.

Join th is elite group of professionals
who assist high -net worth clients in
investment decisions and wealth transfer via sophisticated applications of life
insurance. Ideal candidate will have
stro n g sp readsheet modeling abilities
an d su p erior presentation skills. Prior
technical life insurance experience is
preferred ; CMA is a plus. Benefits and
salary to $50,000.

This hands -on position requires a professional familiar with Wall Street, venture capitalists, and foreign financial
markets. Candidate should have previous experience raising capital and handling bank lines. Excellent supervisory
skills and ability to m anage world travel a must. Comprehensive background
experience (15 plus years) required in
addition to a Masters Degree. Must
have proven financial m odeling ability.
Excellent compensation package to
$300,000.

Com mercial finance company seeks a
detail - oriented individual with responsibilities to include monitoring borrowers AIR and inventory collateral.
Review of daily activity, performing
thorough analysis to determ ine the
validity of collateral assigned, as well
as other ad hoc analysis and special
projects will be required. Ideal candidate will have exposure to AIR and/or
possess a year plus of sound general
accounting experience. Great entry level opportunity. Salary to $36,000.

Major commodities company with a
tremendous international presence in
agricultural products and financial services seeks a professional with eight
plus years' experience to m anage the
corporate accounting process. Individual will be responsible for preparation
of quarterly financial statem ents and
flash reports, preparation and analysis
of business plans and variance analysis, liaison with outside auditors and
supervision of staff of eight. Professional designation of CPA or CMA required.
Salary to $80,000 plus great benefits.

A ClumriedSection

One of the nation's premier property
managers is seeking a Controller with
over seven years of real estate development and/or construction experience.
This person will be responsible for managing the entire financial reporting
process, as well as budgeting, planning
and forecasting for several locations.
Must have proven managerial skills to
guide this staff of 15. Excellent opportunity and salary to $55,000.
This 100 - year -old established importer/
exporter of agricultural products seeks
a professional to handle all facets of
accounting. Individual will manage a
staff of 10 accountants. Ideal candidate
will possess strong communications,
analytical and written skills. MBA or
CMA is a plus. Compensation package
includes salary to $60,000.
International conglomerate seeks a
Division Controller for its manufacturing section. Responsibilities include
supervision of an onsite accounting
department along with financial forecasting and reporting to the Corporate
Controller. Qualified candidate must
have a minimum of five years' experience in a manufacturing environment.
CMA is a plus. Salary to $60,000 with
strong bonus potential.

High - growth publicly traded service
company seeks an accounting professional. This position will assist the real
estate management services department and will provide financial support
to the key financial and operational
managers in the unit. This team player
will be an integral part of a large
accounting department providing a
variety of growth opportunities. Three
plus years' sound financial accounting
experience required. CMA and any
exposure to Hyperion would be a plus!
Salary to $45,000 plus benefits.

International high -tech manufacturing
organization seeks a professional to
provide financial support to the business units. This position will be part of
the corporate finance team and will
report directly to the Vice President of
Planning and Analysis. Superb opportunity for visibility and advancement.
Key responsibilities will include financial planning and analysis, cash management and forecasting, profitability
analysis, etc. Company culture fosters a
creative work environment in a casual
setting. Salary to $55,000 plus great
benefits.

Mortgage company seeks a professional
to be responsible for finance, accounting, information systems, financial compliance and reporting, and staff training. The successful candidate will have
a minimum of 10 years' management
experience in mortgage banking or real
estate lending. A thorough knowledge
of SEC reporting requirements is
mandatory, and candidate must have a
developed expertise in business planning. Compensation to $100,000.

Large, publicly held insurance and
financial services company seeks an
accounting professional to manage the
Special Projects Audit Group. Viable
candidate will possess a minimum of
five years' insurance industry experience, as well as public accounting experience and/or internal audit exposure.
Responsibilities are operational in
nature and will include auditing of the
specialty products units and heavy orientation towards special projects. Many
excellent opportunities for growth.
Salary to $75,000 plus bonus.

Fast - growing multimedia company
seeks a CMA. The ideal candidate will
have six plus years in a corporate environment and public accounting experience. This key position will be responsible for all financial reporting aspects.
Must be a self - starter with good managerial skills. Compensation package
includes salary to $65,000.
International top 10 law firm seeks an
Accounting Manager for the Controllers
group. A minimum of six years' total
experience is necessary with prior
service experience required. Responsibilities include financial statement
preparation including expense/revenue
allocation methodology. Candidate will
also be responsible for the general
ledger and related analysis and implementation of new accounting policies.
Salary to $65,000 plus top benefits.

Large distributor of computer equipment and parts seeks a hands -on professional with at least five years of
accounting background. Supervisory
experience is absolutely necessary.
Duties include financial reporting,
inventory management and planning,
and financial analysis. CMA or similar
designation is required. Salary to
$50,000 plus benefits.

Exciting opportunity now available to
join this rapidly growing diversified
holding company. Growth is due to
ongoing acquisition activity. Position
involves variance analysis, budgeting,
and reporting on results of operations
to the Divisional Presidents. The ideal
candidate will have four plus years'
experience in a multientity environment and good financial reporting
skills. Good benefits and salary to
$45,000.

You'veBeen
Plantin
Seeds All
YourLife.isn'
t
ItTimeYou
ReapedSomeOf
TheHarvest?
Corporate accounting can be a
tough row to hoe.Accountingkx
yourseB,.on the other hand, can be a
verydifferentexperience.

Morerewarding.Morefruitful.We
know.AsAmericas#1accounting

frmchise,wecanprovideaccountants with the tools they need to be
self-sufficient.The taxexpertise.The
systems.
Theand
marked
support. And
ways to get
keep'Accents.
Callusat1.800.323292.We
thinkthere's•abumpercropwaiting
with N our name on it.
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BUSINESSSERVICES
160HAWTHORNEPARK-ATHENS,GA30606

Cost Ac c o u nt a nt, Se nior le ve l
for Compute r cons ulting firm.
Determine projec t c osts, develop
ope ra ting budgets, perform cost
analyses. Require M.AJAccounting
+ one yea r expe rie nce inc luding
work with Computer applications.
Ma i l r e s u me t o :

Attn: CFO -BMD
125 Pacifica, Suite 220
Irvine, CA 92618
Please mention Job Code: CFO /CA.

Tired of
the Corporate
Rat Race?
If so. start vour own successful
accounting practice with our
C.P.A. Program (Client Processing
and Acquisition)which includes:
• Guaranteed $80,000 in Billing
• Turn -Key Marketing Program
• Complete Technical Support
forClient Processing
• Accounting Software and
OtherEquipment Needs
Hundreds ofReferences
Nationwide
This year the race can start
without you! Contact:
s m
New Clients, In c.
1- 800 - 338 -0778
901 Route 168, Suite 106
Turnersville, NJ 08012
htt p. / /www.newcllentsinc.com

Ac tivity Bas ed C os ting
consultants for
ma jor firm $100,000.
Nationwide loca tions.
Fax: (312) 755 -1405

CHART ER s pe c ia lize s in
the pla c ement of Acc ounting
profes siona ls nationwide .
Positions ra nge from C os t
Ac ctg. Managers to C FOs.
Plea se c all to disc uss
current pos itions a t:

F- O- R- T -U -N -E of Columbia ha s won the
National T op Offic e Production Award for
15 c ons ecutive yea rs. We Spe cialize in
Ma nuf a c t u r ing A c c ou nti ng o p po r t uni ti e s
na tionwide . C urre nt opportunities inc lude :
• CFO
• C os t Ma na ge r
• C o ntro lle r
• Fina nc ia l Ana lys t
• VP F i na nc e
• T a x a nd Audit

- o- r +u -n -ex

Pnioond co

Jl

ofcor� mbu,,�Inc.

PO Box 23728, Dept. MA
Columbia, SC 29224
Phone (803) 788 -8877 ■ Fax (803) 788 -1509
Web Site: http:/ /www.conterra.com/fortune
All Fees Paid

800-700.0103.
F a x y o u r r e s u me t o :
803 -635 -7749
Visit our we bs ite at:
www.bfs ervi3. com/charter/
c ha rte r. html
C ha r t e r C a r e e r
C o ns u l t a nt s , Inc .
P.O. Box 918
Winnsboro, SC 29180
Our client companies
pay our fees.

Intern et CPE
On -line, Real -time
www.icpe.com
NASBA Sponsor
#102855
Institute for
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Consulting, LLC
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Gleim CMA/CFM
Review books and
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A, ne r i c a n G e ne r a l F i na nc e , a l e a d i ng c o ns u me r f i na nc e c o mp a ny
with more than 8,000 employe es na tionwide with as s ets in e xce s s of $9
billion, is se eking qualified individuals for the following opportunity:

Se e ki ng e xpe ri e nc e d pr ofe s s iona l to c oor dina te the ma inte na nc e a nd
control of accounting sys tems in our Financ ial Division. Will also provide
proje c t le a de rs hip on sys te m improve me nt s tra te gie s , proble m re s olutions a nd imple me nta tion of ne w a c c ount ing a ppli c a tions . R e quire s a
Ba chelor's de gree in a cc ounting with a minimum of four ye ars of expe rienc e inc luding proje c t le a de rs hip a nd imple me nta tion of c ompute r
applic a tions . An a bility to a pply a c c ounting knowle dge in a c ompute r
e nvironme nt i s a ke y re qu ire me nt. Ba s ic und e rs ta nding o f logi c us e d
in pr ogra mming la ngua ge s is a plu s . So me s u pe rvi s ory e xpe rie nc e is
preferred.
T his po s ition is lo c a te d a t our c orpor a te he a dqua rt e rs in Eva ns ville ,
India na . We offe r a n a ttrac tive c ompe ns a tion a nd be ne fits pa cka ge including 401(k), tuition re imburs e me nt, a nd e xte ns ive re loc a tion a s s is tance. Qualified c andida tes s hould send their resume and s alary history to:
Ame ric a n Ge nera l Fina nc e ■ John Hitc hc oc k
Employme nt De p a rtme nt
P.O. Box 59 ■ Evansville, IN 47701 -0059
Faxe d Re sume s will be ac cepted at (812) 468 -5119.
Vi s i t o u r we b s i t e a t www. a gf i na nc e . c o m
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THECENTERFORCREATIVELEADERSHIP
The Cen ter fo r Creative Lead ership is
a nonprofit ed ucatio nal institutio n dedicated to the mission of encouraging
and develo ping creative leadership and
effective management. The Center was
founded in 1970 in Greensboro, N.C.,
through su pport from the Smith
Richardson Foundation. H. Richardson
Smith was a North Caro lina native
who ran the internatio nal Vick Chemical Company, producer of Vick's Vapor
Rub. He was a visionary who believed
that the success of an organization depended upon the ability of management to respond to change. Today the
Center is a lead er in ex ecutive and
management education.
What it offers. The Center provid es a
broad range of program s including
leadership course offerings, management publications, assessment tools,
and organ izatio nal research . The program offerings add ress the needs of
profit - making and nonprofit corporations as well as government, military,
and educational organizatio ns. More
than 25,000 executives an d managers
participated in its pro grams last year.
The Center offers open-enrollment
program s an d m enu-based programs
drawing from 150 modules it developed, which can be tailored to meet an
organization 's objectives. Courses are
available for all levels of m anagement
and are delivered to sm all gro ups at
one of the Center's offices or on -site.
Course examples. Leadership at the
72
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Peak is an open-enrollment program
for top m anagers designed to help
them analyze their leadership abilities
and op portunities as they assum e top
management roles. Self - assessment
tools are used to help the executives
establish developmental goals. This
course uses m ultimedia sim ulation,
one -on -one consultations with staff,
and mock television interviews. The
Wall Street Journal rates this course
highest in the leadership development
category for public-enrollment executive edu cation.
Leadership and High - Performance
?t a ms focuses on upper-middle to upper -level team leaders to build and
lead successful teams and to create an
environ ment and strategies that will
foster team development.
Effecting Change helps upper -middle -level and senior -level managers anticipate change and develop a vision,
strategy, and plan for enabling their
organizations to embrace change.
The Center is a leader in the development of assessment tools. It pioneered the use of 360° assessment and
feedback in leadership and development programs. The Center's Benchm arks® tool uses staff, peer, and manager feedback to evaluate leadership
skills.
The Campbell Development Sur veysT" are standardized assessm ent instrum en ts that assess leadership, team
leader profile, team leader development, and organizational climate. The
value of these tools is that they provide

an objective evaluation of an individual's or an organization's strengths
and weaknesses. The results of the assessment evaluation are used to define
development goals. These tools allow
the individual to identify factors that
potentially could derail an individual's
career and to create a plan to strengthen weaknesses.
These assessment tools are incorporated in many of the Center's classes.
They also are available for an organization's internal use if adm inistered by
a certified testing professional.

Publications and research. The Center's
Publications Guide offers for We more
than 80 Center books and reports on
leadership, executive and managem ent
development, creativity, and hum an resource topics. A recently published
book by Robert Witherspoon and Randall R White is titled Four Ways That
Coaching Can Help Executives. This
book describes how executives can use
coaching to develop professionally or to
direct career m oves.
There is ongoing research by the
Center's staff to identify new m anagement issues and to develop tools and
instruments to assess and evaluate issues. Recent research topics include
learning and development, leadership
diversity, and executive selection.
In addition to its corporate headquarters in Greensboro, the Center has
program offices in Brussels, Belgium;
San Diego, Calif.; and Colorado
Springs, Colo. There also are 20 affiliate groups around the world. For more
information about the Center's programs or products, call (910) 545 -2810,
or visit its Web site at http: //www.ccl.org.

Kris tine Ma yer Brand s , CMA, is co ntroller,
Berkeley So ftware Des ign, Inc. She is a member of the IMA C o mmittee o n Acad emic Relations. S he c an b e reached b y phone , ( 719) 5939445; fax, (719 ) 598 -4238; o r Internet:
brandsk@bsd i.c om.

THERE'S AN EMERGENCY BOARD MEETING. THE CFO NEEDS NUMBERS BY NOON!

You Need Them

Fast
4

You Need Them

Right
You Need

CFO Vision-

When you're under pressure to make critical
business decisions, CFO Vision software delivers
the timely and accurate information you need.
CFO Vision is the single source for all your
key business information, both financial and nonfinancial—�readily�accessible�for�interactive�analysis
and reporting. It's never been easier to see product
and customer profitability, the potential impact of a
reorganization,�or�key�performance�indicators�—
in any currency.
You can view your business from all angles
because CFO Vision is the first financial consolidation and reporting software that integrates
flexible multidimensional analysis (OLAP). All from
one vendor ... SAS Institute, the leading name in
decision support at more than 29,000 companies
worldwide including the Fortune 100.

For acloser look, giveus acall or visit us at
www.sas.com/vision

f j f if � , SAS Institute Inc.

The Business of Better Decision Making

SAS is a registered trademark, and CFO Vision a Irademark, of SAS Institute Inc.
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